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GENERAL

BRIEF HISTORY OF SOCIAL SECURITY PROGRAMS

Prior to the 20th century, the majority of people in the United
States lived and worked on farms and economic security was pro-
vided by the extended family. However, this arrangement changed
as America underwent the Industrial Revolution. The extended
family and the family farm as sources of economic security became
less common. Then, the Great Depression triggered a crisis in the
Nation’s economic life. It was against this backdrop that the Social
Security Programs emerged.

Beginning in 1932, the Federal Government first made loans,
then grants, to States to pay for direct relief and work relief. After
that, special Federal emergency relief and public works programs
were started. In 1935, President Franklin D. Roosevelt proposed to
Congress economic security legislation embodying the recommenda-
tions of a specially created Committee on Economic Security. There
followed the passage of the Social Security Act, signed into law Au-
gust 14, 1935.

This law established two social insurance programs on a national
scale to help meet the risks of old age and unemployment: a Fed-
eral system of old-age benefits for retired workers who had been
employed in industry and commerce, and a Federal-State system of
unemployment insurance. The choice of old age and unemployment
as the risks to be covered by social insurance was a natural devel-
opment, since the Depression had wiped out much of the lifetime
savings of the aged and reduced opportunities for gainful employ-
ment. The act also provided Federal grants-in-aid to the States for
the means-tested programs of Old-Age Assistance and Aid to the
Blind. These programs supplemented the incomes of persons who
were either ineligible for Social Security (Old-Age and Survivors In-
surance (OASI)) or whose benefits could not provide a basic living.
The intent of Federal participation was to encourage States to
adopt such programs. The law established other Federal grants to
enable States to extend and strengthen maternal and child health
and welfare services. These latter grants became the Aid to Fami-
lies with Dependent Children Program, which was replaced in 1996
with a new block grant program, Temporary Assistance for Needy
Families. The act also provided Federal grants to States for public
health services and services of vocational rehabilitation. Provisions
for these grants were later removed from the Social Security Act
and incorporated into other legislation.

The Old-Age Insurance Program was not yet in full operation
when significant changes were adopted. In 1939, Congress made
the old-age insurance system a family program when it added ben-
efits for dependents of retired workers and surviving dependents of
deceased workers. Benefits also first became payable in 1940, in-
stead of 1942 as originally planned. No major changes were made
again in the program until the 1950s, when it was broadened to
cover many jobs that previously had been excluded—in some cases
because experience was needed to work out procedures for report-
ing the earnings and collecting the taxes of persons in certain occu-
pational groups. The scope of the basic national social insurance
system was significantly broadened in 1956 through the addition of
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disability insurance (DI). Benefits were provided for severely dis-
abled workers aged 50 or older and for adult disabled children of
deceased or retired workers. In 1958, the Social Security Act was
further amended to provide benefits for dependents of disabled
workers similar to those already provided for dependents of retired
workers. In 1960, the age 50 requirement for disabled worker bene-
fits was removed. The 1967 amendments provided disability bene-
fits for widows and widowers aged 50 or older.

The 1972 amendments provided for automatic cost-of-living in-
creases in benefits tied to increases in the Consumer Price Index
(CPI), and created the delayed retirement credit, which increased
benefits for workers who retire after the full retirement age (FRA)
(currently age 65).

The 1977 amendments changed the method of benefit computa-
tion to ensure stable replacement rates over time. Earnings in-
cluded in the computation were to be indexed to account for
changes in the economy from the time they were earned.

The 1983 amendments made coverage compulsory for Federal ci-
vilian employees and for employees of nonprofit organizations.
State and local governments were prohibited from opting out of the
system once they had joined. The amendments also provided for
gradual increases in the age of eligibility for full retirement bene-
fits from 65 to 67, beginning with persons who attain age 62 in the
year 2000. For certain higher income beneficiaries, benefits became
subject to income tax. (Amendments in 1993 increased the amount
of benefits subject to taxation.)

The 1996 amendments relaxed earnings limits for seniors who
have reached the FRA, currently age 65.

The 1999 amendments reformed certain provisions under the DI
Program, specifically to create stronger incentives and better sup-
ports for individuals to work.

An amendment passed in April 2000, Public Law 106-182, elimi-
nated the earnings limit for seniors who have reached the FRA, ef-
fective for the year 2000.

Concept of social insurance

When the OASDI Programs were created, “insurance” was in-
cluded in their titles to show that their purpose is to replace in-
come lost to a family through the retirement, death, or disability
of a worker who has earned protection against these risks. This
protection was to be obtained by working in jobs that are covered
under Social Security and therefore subject to payroll taxes that fi-
nance Social Security benefits. Once workers worked long enough
in covered jobs to be insured, they and their families would have
eligibility for their benefits as a matter of earned right. The level
of benefits is based on the amount the worker earned in covered
jobs, and is paid without a test of economic need. However, the so-
cial ends the programs serve diverge somewhat from the insurance
analogy. The programs are national, and coverage is generally com-
pulsory and nearly universal. They are designed to address such
social purposes as alleviating poverty, providing added protection of
families versus single workers, and providing a larger degree of
earnings replacement for low-paid versus high-paid workers. The
OASDI Programs were therefore described as “social” insurance.
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WHO 1S COVERED BY SOCIAL SECURITY?

In 1937, approximately 33 million persons worked in employment
covered by the Social Security system. Over the years, major cat-
egories of workers were brought under the system, such as self-
employed individuals, State and local government employees (on a
voluntary basis at the option of the State), regularly employed farm
and domestic workers, members of the armed services, and mem-
bers of the clergy and religious orders (on a voluntary basis). In
1999, of a total work force of approximately 158.5 million workers,
about 151.7 million workers and an estimated 96 percent of all jobs
in the United States were covered under Social Security (table 1—
6). In 1999, an estimated 85 percent of all earnings from jobs cov-
ered by Social Security were taxable (tables 1-3 and 1-6).

While coverage is compulsory for most types of employment, ap-
proximately 6.8 million workers did not have any coverage under
Social Security in 1999. The majority of these noncovered workers
are in State and local governments or the Federal Government
(table 1-8). Beginning January 1, 1983, Federal employees were
covered under the Medicare (HI) portion of the Social Security tax,
and all Federal employees hired after 1983 are covered under the
OASDI portion as well. In 1997, 71 percent of State and local gov-
ernment workers (16.1 million out of 22.6 million) were covered by
Social Security. Beginning January 1, 1984, all employees of non-
profit organizations became covered, and as of April 1983 termi-
nations of Social Security coverage by State government entities
were no longer allowed. State and local employees hired after
March 31, 1986 are mandatorily covered under the Medicare Pro-
gram and must pay hospital insurance (HI) payroll taxes. Begin-
ning July 1, 1991, State and local employees who were not mem-
bers of a public retirement system were mandatorily covered under
Social Security. This requirement was contained in the 1990 Omni-
bus Budget Reconciliation Act (OBRA 1990, Public Law 101-508).

SOCIAL SECURITY’S FINANCING AND THE SOCIAL
SECURITY TRUST FUNDS

CURRENT LAwW

The OASDI Program and the Medicare HI Program are primarily
financed through the collection of payroll taxes under the Federal
Insurance Contributions Act (FICA) and the Self-Employment Con-
tributions Act (SECA). These taxes are levied on the wages and net
self-employment income of workers covered by Social Security and
Medicare.

The FICA tax is levied at a rate of 15.3 percent. The tax is
shared by employees and their employers, with each paying half of
the total amount.! Employers may deduct their share of the FICA
tax for income tax purposes, but the employee’s share is not tax de-
ductible. Of the total 15.3 percent FICA tax, 12.4 percent is used
to finance the OASDI Program, and 2.9 percent is used to finance
the Medicare HI Program. The OASDI portion of the tax is levied

1 Although the FICA tax is shared between employers and employees, most economists agree
that the total burden of the tax is borne by employees in the form of lower wages or fringe bene-
fits.
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on earnings up to $76,200 in 2000. This “taxable wage base” in-
creases annually with average wage growth in the economy. The
HI portion of the tax is levied on all earnings. When the FICA tax
was first levied in 1937, the tax rate was 2 percent on earnings up
to $3,000.

The SECA tax is also levied at a rate of 15.3 percent, with the
same 12.4 percent and 2.9 percent split between OASDI and HI as
the FICA tax. Prior to 1984, the SECA tax rate paid by self-em-
ployed workers was lower than the total FICA tax rate paid by em-
ployees and employers. Effective for 1984 through 1989, self-em-
ployed workers paid the same total tax as employees and employ-
ers, but received a partial credit against that tax liability. Effective
in 1990 and thereafter, the credit was replaced with a system de-
signed to achieve parity between employees and the self-employed.
Under this system:

—The base of the SECA tax is adjusted downward to reflect the
fact that employees do not pay FICA taxes on the employer’s
portion of the FICA tax. The adjusted base is equivalent to net
earnings from self-employment (up to the taxable wage base)
less 7.65 percent.

—In addition, self-employed workers are allowed to deduct half
of their SECA tax liability for income tax purposes to reflect
the fact that employees do not pay income tax on the employ-
er’s portion of the FICA tax.

Tables 1-1 and 1-2 show FICA and SECA tax rates and maxi-

mum taxable earnings, both past and future.

The following workers are exempt from FICA and SECA taxes:

1. State and local government workers participating in alter-
native retirement systems (HI tax is mandatory for State and
local government workers hired since April 1, 1986);

Election workers earning $1,100 or less a year;
Ministers who choose not to be covered, and certain religious
sects;
Federal workers hired before 1984 (the HI portion is manda-
tory for all Federal workers)?2;
College students working at their academic institutions;
Household workers earning less than $1,200 in 2000, or those
under age 18 for whom household work is not their principal
occupation; and

7. Self-employed workers with annual net earnings below $400.

In addition to payroll taxes, the Social Security system is cred-
ited with income from the taxation of Social Security benefits and
interest on trust fund reserves. In combination, these sources of in-
come are used to pay Social Security benefits and administrative
expenses. Administrative expenses are subject to an annual limita-
tion set by appropriations acts.

oot = wh

WHERE DO SocIAL SECURITY TAXES GO AND How ARE THEY USED?

Summary

The costs of the Social Security Program, both its benefits and
administrative expenses, are financed primarily by the FICA and

2Elected office holders, political appointees, and judges are mandatorily covered by both
OASDI and HI regardless of when their service began.
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SECA taxes. These taxes flow each day into thousands of deposi-
tory accounts maintained by the government with financial institu-
tions across the country. Along with many other forms of revenues,
these Social Security taxes become part of the government’s operat-
ing cash pool, or what is more commonly referred to as the U.S.
Treasury. In effect, once these taxes are received, they become in-
distinguishable from other moneys the government takes in. They
are accounted for separately through the issuance of Federal secu-
rities to the Social Security Trust Funds—which basically involves
a series of bookkeeping entries by the Treasury Department—but
the trust funds themselves do not hold money.3 They are simply ac-
counts. Similarly, benefits are not paid from the trust funds, but
from the Treasury. As the checks are paid, securities of an equiva-
lent value are removed from the trust funds.

In a sense, the mechanics of a Federal trust fund are similar to
those of a bank account. The bank takes in a depositor’s money,
credits the amount to the depositor’s account, and then loans it out.
As long as the account shows a balance, the depositor can write
checks that the bank must honor. When more Social Security taxes
are received than spent, the balance of securities posted to the So-
cial Security Trust Funds rises. The surplus taxes themselves are
then used for any of the many functions of government.

Does this mean that the government borrows Social Security taxes?

Yes. When more Social Security taxes are received than spent,
the money does not sit idle in the Treasury, but is used to finance
other operations of the government. The surplus is then reflected
in a higher balance of Federal securities being posted to the trust
funds. These securities, like those sold to the public, are legal obli-
gations of the government. Simply put, the balances of the Social
Security Trust Funds represent what the government has borrowed
from the Social Security system (plus interest). Like those of a
bank account, the balances represent a promise that if needed to
pay Social Security benefits, the government will obtain resources
equal to the value of the securities. The Social Security Trustees
projected in March 2000 that the balances of the trust funds would
reach nearly $1.1 trillion by the end of calendar year 2000 (table
1-28).

Are the Federal securities issued to the trust funds the same sort
that individuals and other entities buy?

Yes. While generally the securities issued to the trust funds are
not marketable, they do earn interest at market rates, have specific
maturity dates, and by law represent obligations of the U.S. Gov-
ernment. What often confuses people is that they see these securi-
ties as assets for the government. When an individual buys a gov-
ernment bond, she has established a financial claim against the
government. When the government issues a security to one of its
own accounts, it hasn’t purchased anything or established a claim
against some other person or entity. It is simply creating an I0U
from one of its accounts to another. Hence, the building up of Fed-

3Public Law 103-296 requires the Secretary of the Treasury to issue “physical documents”
to the trust funds. Under prior practice, trust fund securities were only recorded electronically.
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eral securities in Federal trust funds—like those of Social Secu-
rity—is not a means in and of itself for the government to accumu-
late assets. It certainly establishes claims against the government
for the Social Security system, but the system is part of the govern-
ment. Those claims are not resources that the government has at
its disposal to pay future Social Security benefits.

What is the purpose of the trust funds?

Generally speaking, the Federal securities issued to any Federal
trust fund represent “permission to spend.” As long as a trust fund
has a balance of securities posted to it, the Treasury Department
has legal authority to keep issuing checks for the program. In So-
cial Security’s case, its taxes flow into the Treasury, and its trust
funds are credited with Federal securities. The government then
uses the money to meet whatever expenses are pending. The fact
that this money is not set aside for Social Security purposes does
not dismiss the government’s responsibility to honor the trust
funds’ account balances. As long as they have balances, the Treas-
ury Department must continue to issue Social Security checks. The
key point is that the trust funds themselves do not hold resources
to pay benefits—rather, they provide authority for the Treasury
Department to use whatever money it has on hand to pay them.

The significance of having trust funds for Social Security is that
they represent a long-term commitment of the government to the
program. While the funds do not hold “resources” that the govern-
ment can call on to pay Social Security benefits, the balances of
Federal securities posted to them represent and have served as fi-
nancial claims against the government—claims on which the Treas-
ury has never defaulted, nor used directly as a basis to finance
anything but Social Security expenditures.

Is this trust fund arrangement different from that used by other
programs of the government?

The Treasury Department maintains accounts for all government
programs. The difference is that many other programs, particularly
those not accounted for through trust funds, get their operating
balances—i.e., their permission to spend—through the annual ap-
propriations process. Congress must pass an appropriations act
each year giving the Treasury Department permission to expend
funds for them. In technical jargon, this permission to spend is re-
ferred to as “budget authority.” For many programs accounted for
through trust funds, annual appropriations are not needed. As long
as their trust fund accounts show a balance of Federal securities,
the Treasury Department has “budget authority” to expend funds
for them.

Another difference between trust fund programs and other pro-
grams is that a trust fund account earns interest, since it is com-
prised of Federal securities. In the case of the Social Security Trust
Funds, the interest is equal to the prevailing average rate on out-
standing Federal securities with a maturity of 4 years or longer.
This interest is credited to the trust funds twice a year (on June
30 and December 31) by issuing more securities to them. So in ef-
fect, a trust fund account can automatically build future “budget
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authority” for the program, but other accounts, dependent on an-
nual appropriations, cannot.

Does taking Social Security out of the Federal budget change where
the surplus taxes go?

Legislation enacted in 1990 (the Budget Enforcement Act, in-
cluded in Public Law 101-508) removed Social Security taxes and
benefits from calculations of the budget. In large part this was
done to prevent Social Security from masking the size of Federal
budget deficits and to protect it from benefit cuts motivated by
budgetary concerns. It was based on the supposition that Congress
would act differently in trying to reduce budget deficits if Social Se-
curity surpluses were not counted in reaching the budget totals;
i.e., that Congress would ignore Social Security in devising the Na-
tion’s overall fiscal policies. It was not done to change where Social
Security taxes go. The Federal budget is not a cash management
account. It is simply a summary of what policymakers want the
government’s financial flows to be during any given time period.
Whether this summary is presented in a unified or fragmented
form will not in and of itself change how much money the govern-
ment receives and spends, and it will not alter where Federal tax
receipts of any sort go. Social Security taxes will go into the Treas-
ury regardless of whether the program is counted in the budget.
Social Security taxes will go elsewhere only if Congress decides
they will go elsewhere.

Are surplus Social Security taxes giving the government more
money to spend?

The fact that surplus Social Security taxes are used by the gov-
ernment to meet other financial commitments does not necessarily
mean that the government has more money to spend than it other-
wise would. Decisions about Social Security and the finances of the
rest of the government have not been made in isolation of one an-
other and those decisions have had overlapping influences. In-
creases in Social Security taxes may have made it more difficult for
Congress to raise other forms of taxes. For instance, Social Security
taxes were raised in 1977 to shore up the program’s financing, but
the following year Congress enacted reductions in income taxes to
offset the impact of these hikes. Similarly, the earned income cred-
it, which reduces income taxes or permits a refundable credit to be
paid to low-income workers, is intended in part to offset the Social
Security tax bite. Hence, other taxes might have taken the place
of the surplus Social Security taxes if Social Security tax rates
were lower than they are. Thus, whether these surplus taxes are
allowing the government to spend more is largely conjecture.

Are surplus Social Security taxes allowing the government to reduce
its publicly-held debt?

Today, the government has outstanding debts to the public total-
ling approximately $3.5 trillion, an amount which has been declin-
ing in recent years because of unified budget surpluses. When the
Treasury Department takes in more than it spends, the excess re-
ceipts are used automatically to retire outstanding Federal debt. In
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short, the Treasury Department reduces the outstanding amount of
the government’s past borrowings.

No single activity of the government determines the amount of
a budget surplus. To say surplus Social Security taxes are reducing
the amount of the government’s publicly-held debt assumes that all
other past spending and taxation decisions have been made with-
out regard for Social Security’s income and outgo, and vice versa.
If increases in Social Security taxes in the past caused other taxes
to be reduced or kept from rising, they may have added little to the
government’s total revenues. By the same token, when Social Secu-
rity’s taxes are less than its expenditures—as they were for all but
5 fiscal years from 1958 to 1984—it is not clear that this shortfall
causes the government to borrow more than it would otherwise.
Government borrowing from the public is not clearly linked to any
particular aspect of what the government does. Thus, whether sur-
plus Social Security taxes are now allowing the government to re-
duce its past debt is largely conjecture.

Isn’t there some way to actually save the Social Security surpluses?

Perceiving that surplus Social Security taxes simply give the gov-
ernment more money to spend, people sometimes ask why they
can’t be invested in stocks or bonds. They believe that this would
really save the money for the future.

Actually, the surplus Social Security taxes being collected today
are not the means through which much of the future cost of the
system will be met. Most of today’s taxes are used to cover pay-
ments to today’s retirees (in 2000 the system’s taxes are estimated
to be $501 billion; its expenditures, $410 billion). At their peak in
2024, the balances of the Social Security Trust Funds are expected
to equal only 3 years’ worth of payments. The promise of future
benefits rests primarily on the government’s ability to levy taxes in
the future, as is the case today, not on the balances of the trust
funds.

The more immediate concern about investing the surplus taxes
elsewhere is that doing so would reduce the government’s revenues.
How would the government make up this loss? What other taxes
would take their place, what spending would be cut, or would the
government simply keep its outstanding debt higher than it other-
wise would be?

In a sense, the concept of investing surplus Social Security taxes
in private investments is only half an idea. If the government kept
its publicly-held debt higher than it otherwise would be to make up
the loss, it simply would be putting money into the markets with
one hand and taking it back with another. On balance, it would not
have added any new money to the Nation’s pool of investment re-
sources. If, on the other hand, the government were to reduce its
spending or raise other taxes to make up for the loss, it would not
have to keep its outstanding debt as high. This presumably would
result in a net increase in savings in the economy. The bottom line
is that it is not simply how surplus Social Security taxes are in-
vested that determines whether real savings are created. Rather,
it is the steps that policymakers take to reduce the government’s
overall draw on financial markets that really matter.
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How THE SOLVENCY OF THE TRUST FUNDS IS MEASURED

Social Security’s financial condition is assessed annually by its
Board of Trustees, comprised of the Secretaries of Treasury (who
is the Managing Trustee), Labor, and Health and Human Services,
the Commissioner of Social Security, and two representatives of the
public. The Social Security Act requires that the Board of Trustees,
among other duties, report to the Congress annually on the finan-
cial status of the Social Security Trust Funds.

In the short range, the financial soundness of each of the trust
funds can be assessed by considering the size of the trust fund bal-
ance in absolute terms, as a percentage of the annual expenditures,
and with reference to whether the balance is growing or declining.
In the long range, the traditional measure of financial soundness
has been the actuarial balance of the system. The actuarial balance
is defined as the difference between the total summarized income
rate (ratio of the present value of tax income to the present value
of taxable payroll over a 75-year period) and the total summarized
cost rate (ratio of the present value of expenditures to the present
value of taxable payroll over a 75-year period).

Because the Social Security Program has been designed as a con-
tributory system in which those who pay the taxes supporting the
system are considered to be earning the right to future benefits,
Congress has traditionally required long-range estimates of the
program’s actuarial balance and has set future tax rates with a
view to ensuring that the income of the program will be sufficient
to cover its outgo. Under current procedures, the long-range actuar-
ial analysis of the program covers a 75-year period, which would
generally be long enough to cover the anticipated retirement years
of those currently in the work force.

The long-range status of the trust funds is often expressed in
terms of percent of taxable payroll rather than in dollar amounts.
This permits a direct comparison between the tax rate in the law
and the cost of the program. For example, if the program is pro-
jected to have a deficit of 2 percent of taxable payroll, the OASDI
tax rates now in the law would have to be increased by 1 percent-
age point each for employee and employer (a total of 2 percent) in
order to pay for the benefits due. Alternatively, the program could
be brought back into balance by an equivalent reduction in benefit
outgo or by a combination of revenue increases and outgo reduc-
tions. If the program is projected to have a deficit of 2 percent of
taxable payroll, and expenditures are projected to be 10 percent of
taxable payroll, then, under the given set of assumptions, 20 per-
cent (2 divided by 10) of expenditures could not be met with that
tax schedule. In 2000, the total taxable payroll is estimated to be
$3,969 billion. Thus, in 2000 terms, 2 percent of payroll rep-
resented about $79 billion.

Long-range projections are affected by three basic types of fac-
tors: (1) demographic factors, such as rates of fertility, life expect-
ancy, and labor force participation, which determine the number of
workers in relation to nonworking beneficiaries; (2) economic fac-
tors such as unemployment, productivity, and inflation; and (3) fac-
tors specifically related to the Social Security Program, such as eli-
gibility rules, benefit levels, and the total number of covered work-
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ers. The actuaries at the Social Security Administration (SSA) em-
ploy three sets of alternative economic and demographic assump-
tions. Alternative I is based on optimistic assumptions; alternative
II is based on intermediate assumptions; and alternative III is
based on pessimistic assumptions. Alternative II is considered the
“best guess” of long-term solvency and is the most frequently cited.
It is clear that underlying factors cannot be predicted with any cer-
tainty as far into the future as 75 years. As a result, long-range
projections should not be taken as absolute predictions of deficits
or surpluses in the funds.

Beginning with their 1988 report, the Trustees used an alter-
native method of determining actuarial balance. Under the
“present value” method, interest earnings on the fund are more
fully recognized. Calculations were based on the present value of
future income, outgo, and taxable payroll by discounting the future
annual amounts at an assumed rate of interest.

Traditionally, the Trustees based their conclusion about the long-
range actuarial condition of the program on the “closeness” of the
income and cost rates when averaged over a 75-year period. If the
income rate was between 95 and 105 percent of the cost rate over
this projection period, the system was said to be in close actuarial
balance. The 1991 Trustees’ Report incorporated a more refined
measure of actuarial soundness designed to reveal problems occur-
ring at any time during the 75-year measuring period. The 5-
percent tolerance (i.e., the amount of acceptable actuarial deficit)
was retained in measuring the program’s actuarial soundness for
the 75-year period as a whole, but less tolerance is now permitted
for shorter periods of valuation.

The spread between income and outgo is evaluated throughout
the measuring period in reaching a conclusion of whether close ac-
tuarial balance exists, with the amount of acceptable deviation
gradually declining from 5 percent for the full 75-year period to O
(or no acceptable deviation) for the first 10-year segment of the
measuring period.

To meet the short-range test of financial adequacy, the reserve
balance at the end of the first 10-year segment must be at least
100 percent of annual expenditures, a condition that is consistent
with the 10-year segment of the long-range test of close actuarial
balance. The reserve balance also must be expected to reach that
level within the first 5 years and then remain there. Under this re-
vised limit, if income were at least 95 percent of the cost level for
the 75-year period as a whole, the trust funds still could be deemed
to be out of close actuarial balance if financial adequacy require-
ments are not met for shorter periods of valuation.

Under these measures, the Trustees concluded in their 2000 re-
port, as they did in their nine previous reports, that OASDI is not
in close actuarial balance over the long run. Overall, for the period
2000-74, the difference between the summarized income and cost
rates for the OASDI Program is a deficit of 1.89 percent of taxable
payroll based on the intermediate assumptions (table 1-35). There-
fore, on a combined basis, the OASDI Program is not in close actu-
arial balance over the next 75 years. In addition, the individual
OASI and DI Trust Funds are not in close actuarial balance.
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Income from OASDI payroll taxes represents 12.4 percent of tax-
able payroll. Since the tax rate is not scheduled to change under
present law, OASDI payroll tax income as a percentage of taxable
payroll remains constant at 12.4 percent. Adding the OASDI in-
come from the income taxation of benefits to the income from pay-
roll taxes yields a total “income rate” of 12.65 percent. This rate
is estimated to increase gradually to 13.34 percent of taxable pay-
roll by the end of the 75-year projection period based on the inter-
mediate assumptions. The growth is attributable, in part, to in-
creasing proportions in both the number of beneficiaries and the
amount of their benefits subject to taxation in the future. These
proportions will increase because the income thresholds, above
which benefits are taxable, are fixed dollar amounts, and, as time
goes by, the incomes of more people will exceed them due to the
expected rise in wages and prices.

OASDI expenditures for benefit payments and administrative ex-
penses currently represent about 10.34 percent of taxable payroll.
This cost rate is estimated to remain below the corresponding in-
come rate for the next 15 years, based on the intermediate assump-
tions. However, with the retirement of the 76 million members of
the baby boom generation starting in about 2010, OASDI costs will
increase rapidly relative to the taxable earnings of workers. By
2075 the OASDI cost rate is estimated to reach 19.53 percent
under the intermediate assumptions, resulting in an annual deficit
of 6.18 percent (table 1-34). Table 1-32 shows estimated trust fund
balances as a percentage of annual expenditures and table 1-29
shows estimated trust fund operations for selected calendar years
2000-35.

FINDINGS IN LATEST TRUSTEES’ REPORT

The Board of Trustees’ 2000 Report was released on March 30,
2000. The Congressional Budget Office (CBO) also makes Social Se-
curity projections, the latest of which were released in March 2000.
The Trustees’ projections cover a period of 75 years, whereas CBO’s
projections are only for the next 10 years. Both the Trustees and
CBO show that through the next 10 years the favorable demo-
graphic pattern of a large baby boom generation at peak earning
years, combined with the retirement of the relatively small genera-
tion born during the Depression, should ensure large trust fund re-
serves. Under the Trustees’ intermediate (or “best guess”) set of as-
sumptions, the annual excess of income over outlays will reach
$251 billion by fiscal year 2009, and the reserve balance of the
trust funds will represent 4 years’ worth of outgo. Under CBO’s
most recent assumptions, the annual excess of income over outlays
will reach $280 billion by fiscal year 2009. Table 1-31 shows histor-
ical and projected operations of the combined OASI and DI Trust
Funds based on CBO estimates released in March 2000.

For the long run, the projections are troubling. For a number of
years, the Trustees’ Reports have projected long-range financing
problems for the system. Although their latest report continues to
show a near-term buildup of trust fund reserves, their intermediate
forecast for the next 75 years shows that, on average, Social Secu-
rity expenditures will be 14 percent more than its income. The
trust fund buildup would peak at $6 trillion in nominal dollars in
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2024, and then be drawn down as the post-World War II baby
boomers retire. The Trustees estimate that by 2023 the DI Trust
Fund would be exhausted, and by 2039 the OASI Trust Fund
would be exhausted as shown in table 1-33. On a combined basis
the two trust funds would be exhausted in 2037. (The term “ex-
hausted” is commonly used to indicate that trust fund reserves plus
payroll taxes and other revenues would be insufficient to pay all
benefits when they are due.)

HiSTORICAL STATUS OF THE TRUST FUNDS

For more than three decades after Social Security taxes were
first levied in 1937, the system’s income routinely exceeded its
outgo, and its trust funds grew. However, the situation changed in
the early 1970s. Enactment of major benefit increases in the 1968—
72 period was followed by higher inflation and leaner economic con-
ditions than had been expected. Prices rose faster than wages, the
post-World War II baby boom ended precipitously (leading to a
large cut in projected birth rates), and Congress adopted faulty
benefit rules in 1972 that overcompensated new Social Security re-
tirees for inflation. These factors combined to sour the outlook for
Social Security and it remained poor through the mid-1980s.

Before 1971, the balances of the trust funds had never fallen
below 1 year’s worth of outgo. Beginning in 1973, the program’s in-
come lagged its outgo, and the trust funds declined rapidly. Con-
gress had to step in five times during the late 1970s and early
1980s to keep them from being exhausted. Although major changes
enacted in 1977 greatly reduced the program’s long-run deficit,
they did not eliminate it, and the short-run changes made by the
legislation were not large enough to enable the program to with-
stand back-to-back recessions in 1980 and 1982. A disability bill in
1980 and temporary fixes in 1980 and 1981 were followed by an-
other major reform package in 1983.

The 1983 changes, along with better economic conditions, helped
alter the short-range picture. Income began to exceed outgo in 1983
and the trust funds grew substantially. Cumulatively, the changes
were projected to yield $96 billion in surplus income by 1990, and
to raise the trust funds’ balances to $123 billion. The funds actually
were credited with $200 billion in surplus income by 1990, and
their balances reached $225 billion by the end of that year. By the
end of fiscal year 1999, they reached $855 billion. These balances
would be equivalent to 211 percent of expenditures in 2000 (or
more than 2 years’ worth of benefits).

The longer range picture for Social Security has been worsening
gradually since 1983. By raising Social Security’s age for receiving
full benefits from 65 to 67, subjecting benefits to income taxes, and
making new Federal and nonprofit workers join the system, Con-
gress had attempted in 1983 to eliminate the long-run problem. In
fact, projections made then showed that Congress had stemmed the
red ink, at least on average, for the following 75 years. However,
the average condition of the two trust funds did not represent their
condition over the entire period. The funds were not shown to be
insolvent at any point, but their expenditures were expected to ex-
ceed their income by 2025 and to remain higher thereafter. Simply
stated, 40 years of surpluses were to be followed by an indefinite
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period of deficits. With each passing year since 1983, the Trustees’
75-year averaging period has picked up 1 deficit year at the back
end and dropped a surplus year from the front end. This, by itself,
would cause the average condition to worsen. However, in recent
reports assumptions about birth rates, economic growth, and wages
have been lowered, causing further deterioration in the outlook. A
small long-range deficit appeared in the 1984 report and the gap
grew larger (and the point of insolvency came closer) in subsequent
reports. Projections reported over the last 3 years, however, have
shown small improvements in part due to favorable near-term eco-
nomic conditions. Despite the recent improvements in the size of
the long-range deficit, the system continues to face long-range fi-
nancing problems.

TRENDS AFFECTING THE FINANCIAL STATUS OF THE
SOCIAL SECURITY TRUST FUNDS

The 2000 report shows an average 75-year deficit equal to 14
percent of the program’s income, and projects that the trust funds
would be exhausted in 2037 (3 years later than last year’s projec-
tion). As a percent of the Nation’s payrolls, their income would av-
erage 13.51 percent, their outgo 15.40 percent, and the deficit
would be 1.89 percent (compared to 2.07 and 2.19 percent in the
1999 and 1998 reports respectively). This average deficit is slightly
lower than the deficit tackled by Congress in 1983.

These long-range projections assume that the gross domestic
product (GDP) (adjusted for inflation) will rise annually at rates
ranging from 3.5 percent in 2000 to 1.5 percent in 2075, wages
would rise at an ultimate rate of 4.3 percent per year, the cost of
living would go up at a rate of 3.3 percent, unemployment would
average 5.5 percent, and that Social Security benefits would fall in
relative terms as the age at which full benefits are payable rises
from 65 to 67 over the 2000-22 period. The higher age for full ben-
efits will mean that people retiring at age 67 or younger will get
less than under the previous rules. These assumptions by them-
selves would seem to bode well for the system; however, looming
demographic shifts are projected to overwhelm them. During the
next two decades, the baby boomers will be in their prime produc-
tive years, and the baby-trough generation of the 1930s will be in
retirement. Together these factors will lead to a stable ratio of
workers to recipients. However, as the baby boomers begin retiring
around 2010, this ratio will erode quickly. By 2025, most of the
surviving baby boomers will be 65 and older. The number of people
65 and older will have risen by 75 percent, growing from 35 million
today to 62 million then. The number of workers will have grown
from 154 million to 174 million, or by only 13 percent. Con-
sequently, the ratio of workers to recipients will have fallen from
3.4 to 1 today to 2.3 to 1 in 2025 (and, by 2035, 2.1 to 1).

Under this forecast, the trust funds (on a combined basis) would
be credited with surplus income through 2024 bringing their bal-
ances to a level of $6 trillion. They would decline in 2025 and
thereafter, and would be depleted by 2037 (chart 1-1). However,
tax receipts begin lagging outgo much sooner, in 2015. At that
point, the program would have to rely on the interest credited to
its trust funds for part of its income, which would have to be drawn
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from general revenues. In 2025, the reserve balance of the trust
funds would begin to be drawn down. By 2025, $1 out of every $5
of the program’s outgo would be dependent upon general revenues
for interest payments and the redemption of the government bonds
in the trust funds. The government has never defaulted on the se-
curities it posts to its trust funds, but the magnitude of these po-
tential claims has prompted many observers to ask where the gov-
ernment will find the money to cover them. Basically, in the ab-
sence of surpluses for the rest of the government’s operations, pol-
icymakers would have three options: raise other taxes, curtail other
spending, or borrow money from the financial markets. There is
nothing in the law that will dictate or determine what they actu-
ally will (or can) do then.

Economists argue that if the surplus taxes projected for the next
15 years were to cause the government to reduce the Federal debt
held by the public, more money would be available in the financial

CHART 1-1. SOCIAL SECURITY TRUST FUNDS’ END OF YEAR BALANCES
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Source: Board of Trustees (2000; intermediate assumptions).

markets for investment, which could lead to greater economic
growth. If this occurred, extracting resources from the economy in
the future to honor Social Security claims would not necessarily be
so burdensome. Said another way, if one accepts the premise that
reductions in the Federal debt held by the public today will in-
crease the resources available for investment, then surplus Social
Security taxes today could help build a higher economic base from
which to draw the needed resources in the future.

However, running Social Security surpluses will not by itself re-
duce government borrowing from the markets. Reductions in the
debt occur when the government runs an overall or unified budget
surplus, not when one of its programs generates surplus taxes.
Even if economic growth were enhanced in the coming decades by
reductions in government debt, Social Security’s problems would
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not necessarily be resolved. Further, as their numbers swell, the
baby boomers and subsequent retirees will raise financial demands
on other public programs for the elderly such as Medicare.

These projections are not based on pessimistic economic assump-
tions. A modest but sustained rise in GDP and moderate inflation
and unemployment are assumed as shown in table 1-39. In large
part, the projections hinge on demographic factors that are in place
today—the post-World War II baby boom, the subsequent birth
dearth, and the general aging of society. Table 1-38 shows how life
expectancies have increased since Social Security benefits were
first paid in 1940, and what they are projected to be in the future,
as well as fertility and death rates. These projections suggest that
to restore long-run solvency, income needs to be raised or expendi-
tures cut.

SOCIAL SECURITY BENEFITS AND ELIGIBILITY

BENEFIT ELIGIBILITY

Benefits can be paid to workers and their dependents or sur-
vivors only if the worker has worked long enough in covered em-
ployment to be insured for these benefits. Insured status is meas-
ured in terms of “credits,” previously called quarters of coverage.
In determining whether a person has the required credits for in-
sured status, Social Security uses the lifetime record of the earn-
ings reported under the worker’s Social Security number (SSN) and
counts the number of quarters which are covered credits.

Before 1978, one credit was earned for each calendar quarter in
which a worker was paid $50 or more in wages for covered employ-
ment, or received $100 in self-employment income. A worker could
also receive a credit for each multiple of $100 in annual agricul-
tural earnings, up to a maximum of four credits per year. Since the
beginning of 1978, the crediting of quarters of coverage has been
on an annual rather than a quarterly basis up to a maximum of
four credits per year. In 1978, a worker earned one credit (up to
a maximum of four) for each $250 of annual earnings reported from
covered employment or self-employment. The amount of annual
earnings needed for a credit is increased each year in proportion
to increases in average wages in the economy. In 2000 the amount
of earnings needed for a credit is $780. Table 1-5 shows amounts
needed for selected calendar years, 1980—2009.

For the purpose of the Old-Age and Survivors Insurance (OASI)
Program, there are two types of insured status: “fully insured” and
“currently insured.” Workers are fully insured for benefits for
themselves and for their eligible dependents if they have earned
one credit for each year elapsing after the year they reached age
21 up to the year in which they reach age 62, become disabled, or
die, whichever occurs earlier. Fully-insured status is required for
eligibility for all types of benefits except certain survivor benefits.
No matter how young, a worker must have at least six credits to
be fully insured, with the minimum number increasing with age.
A worker with 40 credits is fully insured for life.

Survivors of a worker who was not fully insured may still be eli-
gible for benefits if the worker was currently insured. Workers are
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currently insured if they have 6 credits during the 13 calendar
quarters ending with the quarter in which they died.

Workers are insured for disability if they are fully insured and
have a total of at least 20 credits during the 40-quarter period end-
ing with the quarter in which they became disabled. Workers who
are disabled before age 31 are insured for disability if they have
credits equal to half the calendar quarters which have elapsed
since the worker reached age 21, ending in the quarter in which
they cl{l)ecame disabled. However, a minimum of six credits is re-
quired.

The Personal Responsibility and Work Opportunity Reconcili-
ation Act of 1996 provides that persons applying for Old-Age, Sur-
vivors, and Disability Insurance (OASDI) monthly benefits in the
United States must provide evidence that they are U.S. citizens,
nationals, or aliens who are lawfully present in the United States
in order to get Social Security benefits. To be considered a lawfully
present alien in the United States, the beneficiary must be: law-
fully admitted for permanent residence; admitted as a refugee
under section 207 of the Immigration and Nationality Act (INA);
granted asylum under section 208 of the INA; granted conditional
entry as a refugee under section 203(a)(7) of the INA prior to April
1, 1980; an alien who has submitted an application for political
asylum under section 208 of the INA; or an alien who belongs to
any class permitted to reside in the United States for humanitarian
or other reasons.

Retirement benefits

Workers must be at least age 62 to be eligible for retirement ben-
efits. There is no minimum age requirement for disability benefits,
but disabled workers who attain the full retirement age (FRA) (see
later section on “Adjustments related to age at retirement”) auto-
matically receive full retirement benefits, rather than disability
benefits. Disability benefits are computed as if the worker reached
FRA on the day he became totally disabled.

Disability benefits

Generally, disability is defined as the inability to engage in “sub-
stantial gainful activity” (SGA) by reason of a physical or mental
impairment. The impairment must be medically determinable and
expected to last for not less than 12 months, or to result in death.
Applicants may be determined to be disabled only if, due to such
an impairment, they are unable to engage in any kind of substan-
tial gainful work, considering their age, education, and work expe-
rience. The work need not exist in the immediate area in which the
applicant lives, nor must a specific job vacancy exist for the indi-
vidual. Moreover, no showing is required that the worker would be
hired for the job if she applied.

The Commissioner of Social Security (hereafter “Commissioner”)
has specific regulatory authority to prescribe the criteria for deter-
mining at what level earnings from employment demonstrate an
individual’s ability to engage in SGA. Effective July 1, 1999, the
SGA earnings level for nonblind beneficiaries was raised to $700 a
month (net of impairment-related work expenses), based on regula-
tions published by the Commissioner. The SGA earnings level for
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blind beneficiaries is $1,170 a month in 2000, indexed annually to
average wage growth. Table 1-24 shows SGA amounts applicable
since 1968.

An initial 5-month waiting period is required before disability in-
surance (DI) benefits are paid. Benefits are payable beginning with
the sixth full month of disability. However, benefits may be paid
for the first full month of disability to a worker who becomes dis-
abled within 60 months after termination of DI benefits from an
earlier period of disability (for a disabled widow or widower the pe-
riod is 84 months).

Benefits for the worker’s family

Dependents’ benefits are payable in addition to benefits payable
to the worker. What follows is a review of the various types of de-
pendents and their benefits.

Spouse’s benefit.—A monthly benefit is payable to a spouse of an
entitled retired or disabled worker under one of the following condi-
tions: (1) a currently-married spouse is at least 62 or is caring for
one or more of the worker’s entitled children who are disabled or
have not reached age 16; or (2) a divorced spouse is at least 62, is
not married, and the marriage had lasted at least 10 years before
the divorce became final. A divorced spouse may be entitled inde-
pendently of the worker’s retirement if both the worker and di-
vorced spouse are age 62, and if the divorce has been final for at
least 2 years.

Widow(er)’s benefit.—A monthly survivor benefit is payable to a
widow(er) or divorced spouse of a worker who was fully insured at
the time of death. The widow(er) or divorced spouse must be un-
married (unless the remarriage occurred after the widow(er) first
became eligible for benefits as a widow(er)); and must be either (1)
age 60 or older or (2) age 50-59 and disabled throughout a waiting
period of 5 consecutive calendar months that began no later than
7 years after the month the worker died or after the end of the in-
dividual’s entitlement to benefits as a widowed mother or father.

Child’s benefit.—A monthly benefit is payable to a dependent,
unmarried biological or adopted child, stepchild, or grandchild, of
a retired, disabled, or deceased worker who was fully or currently
insured at death. (To be entitled as a grandchild, the child’s par-
ents must be deceased or disabled.) Dependency is deemed for the
insured’s biological children and most adopted children. The child
must be either: (1) under age 18; (2) a full-time elementary or sec-
ondary student under age 19; or (3) a disabled person age 18 or
older whose disability began before age 22.

Mother’s [ father’s benefit.—A monthly survivor benefit is payable
to a mother (father) or surviving divorced mother (father) if: (1) the
deceased worker on whose account the benefit is payable was fully
or currently insured at time of death; and (2) the mother (father)
or surviving divorced mother (father) is not married and has one
or more entitled children of the worker in his care. In the case of
a surviving divorced mother or father, the child must also be the
applicant’s natural or legally adopted child. These payments con-
tinue as long as the youngest child being cared for is under age 16
or disabled (see “Child’s benefit” above).
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Parent’s benefit.—A monthly survivor benefit is payable to a par-
ent of a deceased fully-insured worker who is age 62 or older, and
has not married since the worker’s death. The parent must have
been receiving at least one-half of her support from the worker at
the time of the worker’s death or, if the worker had a period of dis-
ability which continued until death, at the beginning of the period
of disability. Proof of support must be filed within 2 years after the
worker’s death or the month in which the worker filed for disabil-
ity.

Lump-sum death benefit.—A one-time lump-sum benefit of $255
is payable upon the death of a fully or currently-insured worker to
the surviving spouse who was living with the deceased worker or
was eligible to receive monthly cash survivor benefits upon the
worker’s death. If there is no eligible spouse, the lump-sum death
benefit is payable to any child of the deceased worker who is eligi-
ble to receive monthly cash benefits as a surviving child. If there
is no surviving spouse or children of the worker eligible for month-
ly benefits, then the lump-sum death benefit is not paid.

Tables 1-10 and 1-11 provide detailed information on the num-
ber of OASDI beneficiaries in various categories, and the average
amount of monthly benefits by type of beneficiary.

Table 1-42 presents data on the demographic, social, and medi-
cal characteristics of the disabled population over time. For exam-
ple, the table shows an increase in the receipt of disability benefits
by women, reflecting larger societal trends in female work force
participation.

BENEFIT COMPUTATION

Primary insurance amount

All monthly benefits are computed based on a worker’s primary
insurance amount (PIA). The PIA is a monthly amount based on
the application of the Social Security benefit formula to a worker’s
average lifetime covered earnings. It is also the monthly benefit
amount payable to a worker who retires at the FRA or becomes en-
titled to disability benefits.

Except for workers who are eligible for a “special minimum bene-
fit” (see description below), the PIA is determined through a for-
mula applied to the worker’s average indexed monthly earnings
(AIME). The AIME is a dollar amount that represents the average
monthly earnings from Social Security-covered employment over
most of the worker’s adult life indexed to the increase in average
annual wages. Indexing the earnings to changes in wage levels en-
sures that the same relative value is accorded to wages no matter
when earned. Because actual average-wage data take over a year
to become available, past earnings are updated to the second cal-
endar year (the “indexing year”) before the worker becomes eligible
for retirement (age 62) or, if earlier, becomes disabled or dies. This
means that the year a worker turns age 60 is used as the indexing
year for computing retirement benefits. Earnings in and after the
indexing year are not indexed.

In determining the AIME: each year’s earnings prior to age 60
is multiplied by the ratio of the average wage for the indexing year
to the average wage in the economy for that year; and a specific
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number of “computation years” is determined based on the number
of years elapsing after 1950 (or year of attaining age 21, if later)
up to the year the worker attains age 62, becomes disabled, or dies,
minus any “dropout” years. The law provides for up to 5 dropout
years in retirement and survivor computations (for workers dis-
abled before age 47, the number of dropout years varies from 1 to
4, depending on the worker’s age and number of child care dropout
years). The minimum number of computation years is 2.

The actual years used to compute an AIME are selected from the
highest indexed yearly earnings in all years of earnings after 1950,
up to a maximum of 35 years. The highest 35 years are selected
in computing retirement benefits for all workers born after 1929.
The sum of the indexed earnings in the selected years is divided
by the number of months in the computation period (i.e, the num-
ber of the selected years times 12) to determine the AIME.

The indexed earnings histories (rounded to whole dollars) are il-
lustrated in table 1-15 for three hypothetical workers retiring in
2000 at age 62. The actual earnings for the three workers are
shown in the first three columns. These are multiplied by the in-
dexing factor (column 4) to arrive at indexed earnings (last 3 col-
umns). The indexing factor for 1960 is based on average wages
when the individual turned 60 ($28,861.44), divided by average
wages for 1960 ($4,007.12). The highest 35 years of indexed earn-
ings are used. For example, a lifelong full-time worker who had
maximum creditable earnings would drop low earnings in 1961,
1962, 1963, 1964, and 1965, and would have total indexed earnings
of $2,005,697. Dividing total indexed earnings by the number of
months in the computation period (35 years x 12 months = 420
months) results in AIME of 54,775. The corresponding AIMEs for
the average and low earners are $2,408 and $1,083, respectively.
Low earners are defined as earning 45 percent of the average wage;
average earners are defined as earning the average wage in the
economy; and maximum earners are defined as earning the Social
Security maximum taxable earnings base.

The PIA is determined by applying the primary benefit formula
to the AIME. For a maximum-wage worker becoming eligible in
2000, the PIA is determined as follows:

Example of worker

Factor Average indexed monthly earnings with AIME of $4,775

90 percent first $531, plUS v, $477.90
32 percent over $531 through $3,202, plus 854.70
15 percent over $3,202 .o, 235.90
TOMAL s e 1,568.50

Applying this formula to the AIMEs of the three hypothetical
workers results in PIAs of $654.50 for the low-wage worker,
$1,078.50 for the average-wage worker, and $1,568.50 for the
maximum-wage worker. (For the low-wage worker, the 2000 special
minimum benefit (see below) PIA of $580.60 is less than the AIME-
based PIA of $654.50, and therefore is not used to determine her
benefits.) The numbers $531 and $3,202 are often referred to as
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“bend points” of the PIA formula. These amounts are adjusted each
year by the change in average wages. After the year of initial eligi-
bility (age 62 for retired workers), the PIA is increased each year
for the increase in the Consumer Price Index (CPI). The PIAs of
$654.50, $1,078.50, and $1,568.50 would be in effect for January
through November 2000, and will be increased by the cost-of-living
adjustment (COLA) effective beginning December 2000 (see section
on COLAs below).

The PIA is recomputed after each year that an entitled worker
has earnings that may lead to a higher benefit.

Other methods for determining a PIA also exist, and PIAs based
on different methods must be compared to select the highest one,
which is used to determine the worker’s benefits. The most com-
mon of these other methods is the one used to determine the spe-
cial minimum PIA. This PIA is designed to assist workers with
long-term low earnings.

The monthly benefit amount payable to a disabled worker under
the FRA, or to a retired worker who first receives benefits at the
FRA, is the PIA rounded to the next lower dollar, if not already a
multiple of $1. Auxiliary benefit amounts are also based on the
worker’s PIA. Table 1-12 lists major types of auxiliary benefits and
the percent of the insured worker’s PIA that is applicable to bene-
fits paid at the full rate, unreduced for early election of retirement.

Special minimum benefit.—The special minimum benefit is not
based on the amount of a worker’s average earnings, but instead
on his number of years of covered employment. It is structured to
provide a larger benefit than would otherwise be payable to those
who worked in covered employment for many years but had low
earnings. The amount of the special minimum is computed by mul-
tiplying the number of years of coverage in excess of 10 years and
up to 30 years by $11.50 for monthly benefits payable in 1979, with
automatic cost-of-living increases applicable to years 1979 and
later. The number of years of coverage for the purpose of qualifying
for a special minimum benefit equals the number obtained by di-
viding total creditable wages in 193750 by $900 (not to exceed 14),
plus the number of years after 1950 and before 1991 for which the
worker is credited with at least 25 percent of the annual maximum
taxable earnings. For this purpose, for years after 1978, annual
maximum taxable earnings are defined as the “old-law” taxable
earnings base (i.e., the hypothetical earnings base that would be in
effect if the ad hoc increases in the base enacted in 1977 were dis-
regarded). In addition, for years after 1990, a year of coverage is
earned if the worker is credited with at least 15 percent of the “old-
law” taxable earnings base. The special minimum benefit is not
i%ubjec‘c to the delayed retirement credit provisions described ear-
ier.

Cost-of-living adjustments

As a result of the Social Security Amendments of 1972, monthly
cash benefits are automatically adjusted for inflation each year to
maintain the purchasing power of benefits over time. Prior to the
1972 amendments, monthly cash benefits were increased on an ad
hoc basis 10 times. Automatic annual cost-of-living adjustments
(COLAs) have been provided since 1975, except during calendar
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year 1983 when the adjustment was delayed 6 months. Table 1-
18 shows Social Security benefit increases from the beginning of
the program through January 2000. (The first COLA was paid in
October 1950).

Under section 215(i) of the Social Security Act, COLAs are in-
dexed to changes in the Consumer Price Index for Urban Wage
Earners and Clerical Workers (CPI-W) published by the Bureau of
Labor Statistics, Department of Labor. Social Security COLAs are
based on the percentage change in the average CPI-W for the third
quarter of the previous year to the third quarter of the current
year. The COLA becomes effective in December of the current year
and is payable in January of the following year (the Social Security
check received in January reflects the benefit payment for Decem-
ber). The 2.4 percent COLA effective in December 1999 (payable in
January 2000) is computed as follows:

CPI-W
JUly 1998 oo 159.8
August 1998 ..o 160.0
September 1998 ..o, 160.2
Average for third quarter of 1998 (round-

ed to the nearest one-tenth of 1 per-

CNE) e 160.0
JUlY 1999 e 163.3
August 1999 ..o 163.8
September 1999 ..o, 164.7

Average for third quarter of 1999 (round-
ed to the nearest one-tenth of 1 per-
CNE) oo 163.9
Percentage increase from the third quar-
ter average for 1998 to the third quar-
ter average for 1999 (rounded to the
nearest one-tenth of 1 percent) ........... (163.9 — 160.0) + 160.0 = 2.4 percent

Since 1975, the Social Security COLA triggers identical percent-
age increases in Supplemental Security Income (SSI), veterans pen-
sions, and railroad retirement benefits, and causes other changes
in the Social Security Program. Although COLAs under the Federal
Civil Service Retirement System (CSRS) and the Federal Military
Retirement Program are not triggered by the Social Security
COLA, these programs use the same measuring period and formula
for computing their COLAs. Table 1-19 compares average wage in-
creases, increases in the average annual CPI-W, and benefit in-
creases from 1965 to 1999.

Adjustments related to age at retirement

Reduction for early retirement.—Benefits for retired workers,
aged spouses, and widow(er)s taken before the FRA are subject to
an actuarial reduction, such that over their lifetimes on average
they receive the same aggregate benefits as someone who retires
later. The FRA is the earliest age at which unreduced retirement
benefits can be received. The FRA currently is age 65, but it will
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gradually rise in two steps beginning with people born in 1938.
First, for workers and their spouses, the FRA will increase by 2
months for each year that a person is born after 1937, until it
reaches age 66 for persons born in 1943. The FRA will remain age
66 for persons born from 1943 to 1954. Second, it will increase
again by 2 months for each year that a person is born after 1954,
until it reaches age 67 for those who were born after 1959. For
widow(er)s, the increase to age 67 will be phased in similarly, but
will begin for persons born after 1935. Early retirement still will
be available, but benefits will be lower. The actuarial reduction on
retirement benefits at age 62 ultimately will be 30 percent, instead
of the present 20 percent.

Delayed retirement credits.—Benefits of workers who choose to
retire after their FRA are increased by delayed retirement credits,
as are the benefits payable to their widow(er)s. The delayed retire-
ment credit was 1 percent per year for workers who attained age
65 before 1982, and 3 percent per year for workers who attained
age 65 between 1982 and 1989. Starting in 1990, the delayed re-
tirement credit has been increasing by one-half of 1 percent every
other year until it reaches 8 percent for workers reaching age 65
after 2007.

Table 1-20 shows the schedule of increases in the FRA and ad-
justments related to a worker’s age at the time he elects to receive
benefits.

Table 1-14 shows the percentage of workers electing to receive
retirement benefits at various ages since the beginning of the So-
cial Security Program. The data illustrate a trend toward early re-
tirement in the 1960-85 period. Since that time, the trend has gen-
erally leveled out. For the past two decades, the average age (com-
bined average for men and women) at which workers elect retire-
ment benefits has hovered around the current average age of 63.7.
Recently, the average age at which women elect to receive retire-
ment benefits has turned upward. Table 1-13 shows the number
and percentage of retired workers electing reduced benefits since
they first became available (totals for men and women are shown
separately).

Adjustments for multiple beneficiaries

Maximum family benefit.—A maximum family benefit is payable
based on a worker’s PIA. For benefits payable on the earnings
records of retired and deceased workers, the maximum varies from
150 to 188 percent of the PIA. The family maximum cannot be ex-
ceeded regardless of the number of recipients entitled on that earn-
ings record. The family maximum is computed by adding fixed per-
centages of dollar amounts that are part of the PIA. For the family
of a worker who turns 62 or dies in 2000 before attaining age 62,
the total amount of benefits payable is limited to:

150 percent of the first $679 of PIA, plus;

272 percent of PIA over $679 through $980, plus;
134 percent of PIA over $980 through $1,278 plus;
175 percent of PIA over $1,278.
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The dollar amounts in this benefit formula (i.e., the “bend points™)
are indexed to average wage growth as in the primary benefit for-
mula.

Whenever the total of the individual monthly benefits payable to
all recipients entitled on one earnings record exceeds the maxi-
mum, each dependent’s or survivor’s benefit is reduced in equal
proportion to bring the total within the maximum.

In computing the maximum family benefit for a single earnings
record, any benefit payable to a divorced spouse or to a surviving
divorced spouse is not included.

For the family of a worker who is entitled to disability benefits,
the maximum family benefit is the smaller of 85 percent of the
worker’s AIME, or 150 percent of the worker’s PIA. However, in no
case can the benefit be less than 100 percent of the worker’s PIA.

Adjustments related to earnings and other benefits

Earnings limit.—The earnings limit is a provision in the law that
reduces benefits for nondisabled recipients under the FRA who
earn income from work in excess of a certain sum (the “exempt”
amount).

The earnings limit was part of the original plan that led to Social
Security. The 1935 report of the Committee on Economic Security
appointed by President Franklin D. Roosevelt recommended that
no benefits be paid before a person had “retired from gainful em-
ployment.” Initially, the Social Security Act provided that benefits
would not be paid for any month in which the individual had re-
ceived “wages with respect to regular employment.”

The earnings limit has been changed many times over the years.
Effective in 2000, it no longer applies to individuals when they at-
tain the FRA. For recipients below the FRA, the law provides that
recipients who will not attain the FRA in that year may earn up
to $10,080 a year in wages or self-employment income without hav-
ing their benefits affected. For earnings above these amounts, re-
cipients lose $1 of benefits for each $2 of excess earnings. There is
a different reduction factor and exempt amount in the year recipi-
ents attain the FRA. In 2000, these individuals can earn up to
$17,000 a year in the months before they attain the FRA. For earn-
ings above these amounts, they lose $1 in benefits for each $3 of
excess earnings. The exempt amounts rise each year at the same
rate as average wages in the economy (however, through 2002 the
exempt amounts for those who attain the FRA in that year will rise
to specific amounts set in the law; see table 1-22). The test does
not apply to recipients at the FRA or older, or to those who are dis-
abled (who are subject to separate limits on earnings known as
substantial gainful activity or SGA).

Public Law 106-182, enacted in 2000 and which eliminated the
test for recipients at or above the FRA, is the most recent legisla-
tive change affecting the earnings limit. Before passage of Public
Law 106-182, an estimated 1.2 million recipients age 62—69 lost
some or all of their benefits because of the earnings limit in 1999.
They represented about 3 percent of all recipients. Of recipients
age 65-69, about 800,000 were affected, and an additional 100,000—
150,000 persons were estimated to be deterred from filing for bene-
fits because of the earnings limit.
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Retired workers whose benefits are not paid due to the earnings
limit for one or more months are compensated through future in-
creases in their benefit amount because their actuarial reduction
factor is lowered.

Example of effect of the earnings limit:

John—age 63 with $8,000 in annual benefits before the earnings

limit is applied:
Earnings in 2000 ..o $11,080
Exempt amount for under age 65 .....coccevveevicecceee e 10,080
Excess over exempt amount .........occvveeevieeeeeceeeeeeee s 1,000
Benefit reduction = 50 percent of excess 500
Benefits John will receive in 2000 ... 7,500

The earnings limit does not apply to pensions, rents, dividends,
interest, and other types of “unearned” income. These forms of in-
come have always been exempted in order to encourage savings for
retirement to supplement Social Security.

Of 9.3 million recipients entitled to retired worker benefits who
were under the age of 70 in 1997, about 2.8 million had earnings
from work. Table 1-23 shows the distribution of the earnings of
these workers.

Dual entitlement.—An individual may be entitled to benefits both
as a worker, based on her own earnings, and also as a dependent
(spouse or widow(er)) of another worker. In this case, the individ-
ual does not collect both benefits. The amount of the benefit pay-
able as a spouse or widow(er) is reduced dollar for dollar by the
amount of any benefit the individual is entitled to as a worker. In
other words, workers first receive the benefit based on their work
record. The dependent benefit is then payable in the amount that
exceeds the worker benefit. In effect, the total amount that “dually
entitled” recipients receive is equal to the larger of the benefits
they are due either as a worker or as a dependent.

Government pension offset.—Social Security benefits payable to
spouses of retired, disabled, or deceased workers are generally re-
duced to take account of any public pension the spouse receives as
a result of work in a government job (Federal, State, or local) not
covered by Social Security. The amount of the reduction is equal
to two-thirds of the government pension. This provision is intended
to place spouses who worked in jobs not covered by Social Security
in the same position as other workers by applying the equivalent
of the Social Security “dual entitlement” rule, which imposes a
dollar-for-dollar offset of spouses’ benefits (discussed above). Two-
thirds of the government pension represents an approximation of
the Social Security worker’s benefit that would be subtracted from
any Social Security spousal benefit. The offset does not apply to
workers whose government job is covered by Social Security on the
last day of the person’s employment.

Generally, Federal workers hired before 1984 are part of the
CSRS and are not covered by Social Security. Federal workers
hired after 1983 are covered by the Federal Employee’s Retirement
System Act of 1986 (FERS), which includes coverage by Social Se-
curity. Employees covered by the CSRS were given opportunities in
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1987 and 1998 to join FERS and thereby obtain Social Security
coverage. Workers who switched from CSRS to FERS must have at
least 5 years of FERS coverage to be exempt from the government
pension offset.

Windfall elimination provision.—Under the windfall elimination
provision of the Social Security Amendments of 1983, a different
benefit formula reduces the Social Security benefits of most work-
ers who also have pensions from work that was not covered by So-
cial Security (e.g., work under the CSRS). To help workers who
spend their careers in low-paying jobs, the regular benefit formula
(see earlier discussion) is weighted to provide these workers with
a benefit that replaces a higher proportion of their earnings than
the benefit that is provided for workers with high earnings. How-
ever, the formula cannot differentiate between those who worked in
low-paid jobs throughout their careers and other workers who ap-
peared to have been low paid because they worked many years in
jobs not covered by Social Security (these noncovered earnings are
shown as zeros for Social Security benefit purposes). Before the law
was changed, workers who were employed for only a portion of
their careers in jobs covered by Social Security also received the
advantage of the “weighted” formula, because their few years of
covered earnings were averaged over their entire working career to
determine the average covered earnings on which their Social Secu-
rity benefits were based. This was the case even if their noncovered
earnings were high.

The windfall benefit formula is intended to remove this advan-
tage for these workers. It does so by substituting 40 percent for the
90 percent factor in the first bracket of the benefit formula (see dis-
cussion in earlier section on “Benefit Computation”). The resulting
reduction in the worker’s Social Security benefit is limited to one-
half the amount of the noncovered pension. The new law was
phased in over a 5-year period and affects those first eligible for
both Social Security benefits and noncovered pensions after 1985.

Workers who have 30 years or more of substantial Social Secu-
rity coverage are fully exempt from this provision. For workers who
have 21-29 years of coverage, the percentage in the first bracket
in the formula increases by 5 percentage points for each year over
20, as shown in table 1-21.

Offset for other public disability benefits.—When a worker receiv-
ing Social Security disability benefits also qualifies for other dis-
ability benefits that are provided by Federal, State or local govern-
ments or worker’s compensation, any Social Security benefits pay-
able to the worker and his family are reduced by the amount, if
any, that the total monthly benefits payable under the two or more
programs exceed 80 percent of average current earnings before the
worker became disabled. Needs-tested benefits, Veterans Adminis-
tration disability benefits, and benefits based on public employ-
ment covered by Social Security are not subject to the reduction.
A worker’s average current earnings for this purpose are the larg-
est of: (1) the average monthly earnings used for computing Social
Security benefits; (2) the average monthly earnings in employment
or self-employment covered by Social Security during the 5 con-
secutive years of highest covered earnings after 1950; or (3) the av-
erage monthly earnings for the calendar year of highest covered
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earnings during the year disability began and the preceding 5
years (based on total earnings, not limited to maximum taxable
earnings). The combined payments after the reduction are never
less than the total amount of the DI benefits payable before the re-
duction. In addition, the Social Security benefit after the reduction
is increased by the full amount of the cost-of-living increase as ap-
plied to the unreduced benefit. Every 3 years the original amount
of benefits subject to reduction is redetermined to reflect changes
in average wage levels. If increases in average national wages
would result in a higher benefit than that payable based on the
original computation, the benefit is increased effective in January
of the redetermination year.

The reduction begins in the month during which concurrent enti-
tlement begins under a Federal or State law. However, the offset
will not be made if the State workers’ compensation law provides
for an offset against Social Security disability benefits.

Suspension of benefits to prisoners

In 1980, legislation was enacted barring payment of disability
benefits to prisoners who committed felonies (Public Law 96-473).
In 1983, the prohibition was broadened to include retirement and
survivor benefits (Public Law 98-21); and in 1994, payment of ben-
efits was barred to those in public institutions who committed seri-
ous crimes, but who were found incompetent to stand trial, or not
guilty by reason of insanity (Public Law 103-387). Only benefits to
the prisoner are barred; benefits to a prisoner’s eligible spouse and
children are payable.

The Ticket to Work and Work Incentives Improvement Act of
1999 (Public Law 106-170) further revised the bar on OASDI bene-
fits to include prisoners who are convicted of a criminal offense and
are confined (for more than 30 days) to (1) a penal institution; (2)
a public institution if found guilty but insane; or (3) a public insti-
tution upon completion of a prison term for a sex offense, pursuant
to a court finding that they remain a danger to others. It also pro-
vided for incentive payments of up to $400 to State and local insti-
tutions for each Social Security beneficiary found ineligible because
of their incarceration.

TAXATION OF BENEFITS

Beneficiaries with income (defined as adjusted gross income plus
tax-exempt bond interest plus one-half of Social Security benefits)
above certain thresholds are required to include a portion of their
Social Security benefits (and railroad retirement tier 1 benefits) in
their federally taxable income. The Social Security Amendments of
1983 required beneficiaries with income of more than $25,000 if
single, and $32,000 if married filing jointly, to include up to 50 per-
cent of their benefits in their taxable income, beginning in 1984.
Revenues from this provision are credited to the OASDI Trust
Funds. The Omnibus Budget Reconciliation Act of 1993 required
beneficiaries with incomes of more than $34,000 if single, and
$44,000 if married filing jointly, to include up to 85 percent of their
benefits in their taxable income, beginning in 1994. Revenues from
this provision are credited to the Medicare Hospital Insurance (HI)
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Trust Fund. (There is no separate threshold for married persons
who live together and file separately.)

These income thresholds are specified in the law. By design, they
are not indexed to wage growth. As such, over time an increasing
number of individuals will be subject to the income tax on Social
Security benefits. When the first tier of benefit taxation was en-
acted in 1983, the Social Security Trust Funds faced almost imme-
diate insolvency. Fixed thresholds were established to provide the
program with a growing source of revenue from the income tax on
benefits in an effort to shore up the Social Security Trust Funds.
When taxes on benefits were first imposed, 8 percent of recipients
were affected. As shown in table 1-25, the Congressional Budget
Office (CBO) projects that 32 percent of recipients will be affected
in calendar year 2000. Table 1-26 shows amounts credited to the
trust funds from the taxation of benefits. Table 1-27 provides a
worksheet for determining the taxable portion of Social Security
benefits.

b {Examples of the effects of the taxation of benefits are shown
elow:

Single Single Married Married Married

Total income (including

Social Security) ........ $31,000  $35,000  $38,000  $50,000  $80,000
Social Security benefits 12,000 7,000 12,000 12,000 18,000
Amount of benefits

taxable .......coooveee. 0 3,250 0 6,000 15,300
Percent of benefits

taxable .......coeove.e. 0 46 0 50 85
Income tax liability on

all benefits taxable .. 0 488 0 900 4,284

DISABILITY DETERMINATION AND THE CLAIMS PROCESS

The claims process

The Social Security claims process is a complex multilayered
structure that is inextricably linked with the disability determina-
tion process. Application for disability benefits is made at the So-
cial Security field office where the applicant is interviewed and the
sources of medical evidence are recorded. After determining wheth-
er the applicant meets the insured status requirements, the SSA
field office sends the case to the State Disability Determination
Service (DDS), which makes the initial determination of disability.
If an applicant or beneficiary is dissatisfied with an initial denial
or termination of disability benefits by the DDS, she can request
a reconsideration within 60 days of receipt of the notice of denial.
The reconsideration on the disability claim is carried out by the
DDS by personnel other than those who made the initial deter-
mination.

An applicant denied benefits at the reconsideration stage may re-
quest a hearing before an administrative law judge (ALJ) in SSA’s
Office of Hearings and Appeals, provided he files a request for a
hearing within 60 days of receipt of the notice of denial. If the
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claim is denied by the ALJ, the applicant has 60 days to request
review by the appeals council. The appeals council is a 24-member
body located in the Office of Hearings and Appeals. The appeals
council may also, on its own motion, review a decision within 60
days of the ALJ’s decision. The 1980 disability amendments re-
quired the appeals council to review a percentage of ALJ hearing
decisions.

The appeals council may affirm, modify, or reverse the decision
of the ALJ, or may remand it to the ALJ for further development.
The applicant is notified in writing of the final action of the ap-
peals council, and is informed of his right to obtain further review
by commencing a civil action within 60 days in a U.S. District
Court.

Under current law, as amended by the 1984 Disability Benefits
Reform Act, disability insurance (DI) beneficiaries whose benefits
have been terminated because of recovery or improvement in the
medical condition that was the basis for the disability have the op-
portunity to receive a hearing at the reconsideration stage and can
elect to continue to receive disability and Medicare benefits
through the ALJ hearing stage of the appeals process, subject to re-
covery.

Chart 1-2 shows the number of cases allowed and appealed at
various levels of appeal for application decisions and continuing
disability reviews (CDRs) processed by State agencies. Table 1-45
presents information for fiscal years 1980-99 on the number of
cases that were reviewed and reversed at the ALJ level. Table 1—
46 presents information on the number of CDRs that were con-
ducted in fiscal years 1977-99 on DI cases. Due to an unprece-
dented increase in initial claims, the number of CDRs processed de-
clined sharply in the early 1990s. National implementation of a
new review process in 1993 has enabled the Social Security Admin-
istration to increase the number of CDRs significantly.

Public Law 104-121 authorized significant additional administra-
tive funding exempt from the discretionary spending cap to enable
SSA to clear its CDR backlog of roughly 3.4 million cases more
quickly. Total fiscal year authorizations for these reviews are: 1996,
$260 million; 1997, $360 million; 1998, $570 million; and 1999—
2002, $720 million each year.

Disability determination

Disability determinations are generally made by State agencies,
which are 100 percent federally funded. These agencies agree to
make such determinations and in doing so to substantially comply
with the regulations of the Commissioner, which specify perform-
ance standards, administrative requirements, and procedures to be
followed in performing the disability determination function.

The law authorizes the Commissioner to terminate State admin-
istration and assume responsibility for making disability deter-
minations when a State DDS is substantially failing to make deter-
minations consistent with regulations. The law also allows for ter-
mination by the State.
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CHART 1-2. DISABILITY DETERMINATIONS AND APPEALS, FISCAL YEAR 1999

TITLE 11, TITLE XVI AND CONCURRENT TITLE Il AND TITLE XVI DECISIONS FOR DISABILITY
CLAIMS BY WORKERS, WIDOWS, AND DISABLED ADULT CHILDREN !

- — % o 1 Ferem

"

1The data relate to workloads processed (but not necessarily received) in fiscal year 1999, i.e., the cases
processed at each adjudicative level may include cases received at one or more of the lower adjudicative
levels prior to fiscal year 1998. The data include determinations on initial applications as well as CDRs
(both periodic reviews and medical diary cases).

2|ncludes non-State CDR mailer continuations. Also includes 37,135 CDRs where there was “no decision.”
The continuance and termination rates are computed without the “no decision” cases.

3Includes administrative law judge decisions not appealed further by the claimant but reviewed by the
appeals council on “own motion” authority.

4ncludes affirmations, denials and dismissals of requests for review, on own motion reopening cases.

Source: Office of Disability, Social Security Administration.

Claims are determined on a sequential basis. The first step is to
determine whether the individual is engaging in SGA. Under cur-
rent regulations, in most cases if a nonblind person is earning more
than $700 a month (net of impairment-related work expenses), he
will be considered to be engaging in SGA. In the case of blind indi-
viduals, SGA is $1,170 a month in 2000, indexed annually to aver-
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age wage growth. If it is determined that the individual is engaging
in SGA, a decision is made that she is not disabled without consid-
ering medical factors. If an individual is found not to be engaging
in SGA, the severity and duration of the impairment are explored.
If the impairment is determined to be “not severe” (i.e., it does not
significantly limit the individual’s capacity to perform basic work
activities), the individual’s disability claim is denied. If the impair-
ment is “severe,” a determination is made as to whether the im-
pairment “meets” or “equals” the medical listings published in reg-
ulations by SSA,4 and whether it will last for 12 months. If the im-
pairment neither “meets” nor “equals” the listing (which would re-
sult in an allowance), but meets the 12-month duration rule, the
individual’s residual functional capacity (what an individual still
can do despite his limitations) and the physical and mental de-
mands of past relevant work must be evaluated. If the impairment
does not prevent the individual from meeting the demands of past
relevant work, benefits are denied. If the impairment does, then it
must be determined whether the impairment prevents other work.

At this stage in the adjudication process, because of a court deci-
sion and subsequent administrative and legislative ratification of
this decision, the burden of proof switches to the government to
show that the individual can, considering her impairment, age,
education, and work experience, engage in some other kind of SGA
that exists in the national economy. Such work does not have to
exist in the immediate area in which he lives, and a specific job va-
cancy does not have to be available to him. Work in the national
economy is defined in statute as work which exists in significant
numbers either in the region where such individual lives or in sev-
eral regions of the country.

SSA has developed a vocational “grid” designed to reduce the
subjectivity and lack of uniformity in applying the vocational fac-
tor. Through a formula, the grid regulations relate certain worker
characteristics such as age, education, and past work experience to
the individual’s residual functional capacity to perform work-
related physical and mental activities. If the applicant has a par-
ticular level of residual work capability—characterized by the
terms sedentary, light, medium, heavy and very heavy—an auto-
matic finding of “disabled” or “not disabled” is required when such
capability is applied to various combinations of age, education, and
work experience.

The Commissioner must review 50 percent of the disability al-
lowances and a sufficient number of other determinations to ensure
a high degree of accuracy. The Commissioner may also, on her own
initiative, review any determination by a DDS.

The 1980 disability amendments required that, at least once
every 3 years, the Social Security Administration reexamine every
individual on the rolls who is determined to be nonpermanently

4The listing of impairments contains over 100 examples of medical conditions that are consid-
ered significant enough to prevent an individual from engaging in SGA. Each listing describes
a degree of severity such that an individual who is not working, and has such an impairment,
is considered unable to work by reason of the medical impairment. The listing describes specific
medically acceptable clinical and laboratory findings and signs which establish the severity of
the impairments. An impairment or combination of impairments is said to “equal the listings”
if the medical findings for the impairment are at least equivalent in severity and duration to
the findings of a listed impairment.
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disabled. Where there is a finding of permanent disability, the
Commissioner may reexamine at such times as are determined to
be appropriate. These reviews are in addition to the administrative
eligibility review procedures existing before the 1980 amendments.
Effective in 2001, these reviews cannot begin while an individual
is “using a ticket” as defined by the Commissioner (see “Changes
in the 106th Congress” below).

The 1984 Disability Benefits Reform Act required that in con-
tinuing eligibility review cases, benefits may be terminated only if
the Commissioner finds that there has been medical improvement
in the person’s condition and that the individual is now able to en-
gage in SGA.

Individuals are not considered to be disabled unless they furnish
such medical and other evidence as the Commissioner may require.
The Commissioner will generally reimburse physicians or hospitals
for supplying medical evidence in support of claims for DI benefits.
The Commissioner also pays for medical examinations that are
needed to adjudicate the claim.

Representation and attorneys’ fees.—Claimants may appoint an
attorney or any other qualified person to serve as their representa-
tive in proceedings before SSA. The representative may submit evi-
dence, make statements about facts and law, and make any request
or give any notice concerning the proceedings. The representative
may not sign an application on behalf of a claimant for rights or
benefits, or testify on the claimant’s behalf in any administrative
proceeding.

The amount of any fee that an attorney or other person may
charge and collect from the claimant for services performed as a
representative must be authorized by SSA. SSA has two methods
of authorizing fees for representation: fee petition and fee agree-
ment.

Under the fee petition process, representatives must promptly
file a fee petition with SSA after completing their services on a
claim and send a copy of the fee petition to the claimant. SSA de-
termines the amount of the fee authorized under the fee petition
process based on several factors, including, but not limited to, the
extent and type of services the representative performed, the com-
plexity of the case, and the amount of time the representative
spent on the case.

Under the fee agreement process, the claimant and representa-
tive must file a written agreement with SSA before the date SSA
makes a favorable determination or decision on the claim. SSA
usually will approve the fee agreement if: (1) it is signed by both
the claimant and representative; (2) the fee specified in the agree-
ment does not exceed the lesser of 25 percent of the past-due bene-
fits or $4,000; (3) SSA’s determination or decision in the claim is
fully or partially favorable; and (4) the claim results in past-due
benefits. If the claimant is represented by an attorney and the
claim is for Social Security benefits, SSA withholds 25 percent of
past-due benefits owed the claimant and any auxiliary beneficiary
or beneficiaries, and certifies for direct payment to the attorney the
lesser of the amount of the authorized fee or 25 percent of past-
due benefits. SSA assumes no responsibility for the payment of any
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fees if the representative is not an attorney or the claim is for SSI
benefits.

The Ticket to Work and Work Incentives Improvement Act of
1999 (Public Law 106-170, signed December 17, 1999) requires the
Commissioner to impose an assessment on the attorney’s fee to
cover SSA’s costs of determining and certifying these fees. Effective
January 31, 2000, the assessment is set at 6.3 percent of the attor-
ney’s fee. For years after 2000, the percentage rate will be set at
a level determined by the Commissioner to achieve full recovery of
the costs of calculating, withholding, and paying fees from the
claimant’s past-due benefits, but not in excess of 6.3 percent. The
attorney is prohibited from recovering this assessment from the
claimant.

Work incentives

The law provides a 45-month period for disabled beneficiaries to
test their ability to work without losing their entitlement to all
benefits. The period consists of: (1) a “trial work period” (TWP),
which allows disabled beneficiaries to work for up to 9 months
(within a 5-year period)® with no effect on their disability or Medi-
care benefits; followed by (2) a 36-month “extended period of eligi-
bility,” during the last 33 of which cash disability benefits are sus-
pended for any month in which the individual is engaged in SGA.
Medicare coverage continues so long as the individual remains enti-
tled to disability benefits and, depending on when the last month
of SGA occurs, may continue for 3—24 months after entitlement to
disability benefits ends. When Medicare entitlement ends because
of the individual’s work activity, if he is still medically disabled, he
may purchase Medicare protection.

If beneficiaries medically recover to the extent that they no
longer meet the definition of disability, both disability and Medi-
care benefits are terminated after 3 months, regardless of the sta-
tus of the TWP or extended period of eligibility. However, a person
who contests this determination may elect to continue to receive
disability benefits (subject to recovery) and Medicare while the ap-
peal is being reviewed.

Return to work and rehabilitation

Public Law 106-170 created a Ticket to Work and Self-
Sufficiency Program to help disability beneficiaries access a broad-
er pool of vocational rehabilitation providers to enable them to
achieve self-sufficiency. Under this legislation, the Commissioner of
Social Security provides tickets to work to disability beneficiaries
that can be used as vouchers to obtain employment services, case
management, vocational rehabilitation, and support services under
an individual work plan from the provider of their choice, including
the State vocational rehabilitation agencies. Payments to the pro-
viders entering agreements with SSA are based on employment
outcomes and long-term results or on a combination of milestones
and outcomes and come from a portion of the benefits forgone by
beneficiaries when they return to work. The program is being im-

50nly one TWP is allowed in any one period of disability. By regulation, earnings of more
than $200 a month constitute “trial work.”
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plemented in selected sites beginning 1 year after enactment, with
services available in every State within 4 years of enactment.

Until the Ticket to Work and Self-Sufficiency Program is fully
implemented and for States that elect to not participate in this pro-
gram, provisions remain in effect that allow for reimbursement
from the DI Trust Funds to the State vocational rehabilitation
agencies for rehabilitation services that result in the beneficiary’s
performance of SGA for a continuous period of at least 9 months.
Such a 9-month period could begin while the individual is under
a vocational rehabilitation program and may coincide with the
TWP or the individual’s waiting period for benefits. The services
must be performed under a State plan for vocational rehabilitation
services under title I of the Vocational Rehabilitation Act. In 1996,
SSA established by regulations an Alternative Rehabilitation Pro-
vider Program which allows SSA to refer beneficiaries to private
vocational rehabilitation providers and public non-State vocational
rehabilitation providers if SSA does not receive notification within
a specified period that the State agency has accepted a beneficiary
for services or extended evaluation.

The ticket to work law provides for extended health care cov-
erage under Medicare up to an additional 54 months effective Octo-
ber 1, 2000 for beneficiaries who return to work, for a total of 102
months of health coverage once work activity begins. In addition,
beneficiaries participating in the Ticket to Work and Self-Suffi-
ciency Program will not be subject to unscheduled CDRs triggered
by their work activities. For certain former beneficiaries whose en-
titlement to benefits ended solely because of their earnings from
work, the ticket to work law provides for swift reinstatement of
benefits without the requirement for a new application. (For more
information on the Ticket to Work and Self-Sufficiency Program,
refer to Section 3: Supplemental Security Income.)

Enrollment and applicant backlogs

Over the past 20 years, the DI Program experienced a period of
declining enrollment followed by a rebound in growth. The number
of DI beneficiaries (disabled workers and their dependents) receiv-
ing benefits first peaked at 4.9 million in May 1978. The bene-
ficiary population then declined sharply to 3.8 million by July 1984.
Thereafter, the number of beneficiaries has risen steadily, reaching
6.5 million in December 1999 (table 1-41).

Similarly, the number of new DI benefit awards declined from
592,000 in 1975 to approximately 299,000 in 1982. As shown in
table 1-44, awards then rose almost steadily, reaching 646,000 in
1995 before declining by 1997 to 587,000. In 1999 there were near-
ly 621,000 new DI benefit awards. (The large 1992 increase is par-
tially attributable to SSA’s short-term measures for dealing with
increased DI applications. Increasing the volume of applications
processed resulted in increases in both awards and denials.)

The incidence of disability (number of awards per 1,000 insured
workers) fell from an all-time high of 7.1 in 1975 to an all-time low
of 2.9 in 1982. In 1999, the rate was 4.8 percent (table 1-44).

Pending claims at DDS, hearings and appeals levels.—Until fis-
cal year 1991, disability claims (including initial claims, reconsider-
ations, hearings and appeals) remained relatively constant at about
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2.5 million cases per year. In fiscal year 1991, claims began to in-
crease significantly each year and reached 3.7 million in fiscal year
1996. In fiscal year 1999, there were over 3.2 million disability
claims. During the period of fiscal years 1988-94, the number of
cases pending at the State DDS also increased as the ability to hire
and train DDS staff did not keep pace with the increases in claims.
However, in fiscal year 1995 pending cases were significantly re-
duced to 590,000 due largely to increased productivity in the State
DDSs and the additional budgetary resources directed to disability
case processing which enabled an aggressive hiring effort in the
States. In fiscal year 1996, pending cases again increased signifi-
cantly. The major cause of this increase was that Congress in-
creased SSA’s workload by requiring additional drug addiction and
alcoholism reviews. These reviews have now been completed but
pending cases have risen again due to workloads mandated by wel-
fare reform legislation (table 1-47).

SOCIAL SECURITY’S TREATMENT IN THE FEDERAL
BUDGET

SOCIAL SECURITY’S OFF-BUDGET STATUS

Under an administrative action by President Johnson, Social Se-
curity and other Federal programs that operate through trust
funds were counted officially in the budget beginning in fiscal year
1969. At the time, the Old-Age, Survivors, and Disability Insurance
(OASDI) Trust Funds were running a surplus while the remainder
of the Federal budget was running a deficit that reflected the in-
creasing costs of the war in Vietnam. At the time, Congress did not
have its own formal budgetmaking process with statutory rules, re-
strictions on taxes and spending, and its own budget estimating of-
fice. In 1974, with passage of the Congressional Budget and Im-
poundment Control Act (Public Law 93-344), Congress adopted
procedures for setting budget goals through passage of annual
budget resolutions. Like the budgets prepared by the President,
these resolutions were to reflect a “unified” budget that included
trust fund programs such as Social Security.

Financial problems confronting Social Security and concern over
its growing costs led to enactment of a number of benefit changes
in 1977, 1980, 1981, and 1983. Measures were enacted in 1983,
1985, and 1987 making the program a more distinct part of the
budget and permitting floor objections (points of order) to be raised
against budget bills containing Social Security changes.

Later in the 1980s, when Social Security surpluses emerged, crit-
ics argued that the program was masking the size of Federal budg-
et deficits. In response, Congress in 1990 excluded Social Security
from calculations of the budget and largely exempted it from proce-
dures for controlling spending (Omnibus Budget Reconciliation Act
of 1990, Public Law 101-508). By these actions, however, Congress
excluded Social Security from procedural constraints designed to
discourage measures that would increase deficits. Concerned that
this change would encourage Social Security spending increases
and tax cuts that could weaken Social Security’s financial condi-
tion, Congress also included provisions permitting floor objections
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to be raised against bills that would erode the balances of the So-
cial Security Trust Funds.

Table 1-30 shows projected budget surpluses with and without
Social Security and projected Federal debt published by CBO in
July 2000.

Budgetary treatment of administrative expenses

The costs of administering the Social Security Retirement and
Disability Programs are financed from the Social Security Trust
Funds, subject to annual appropriations. Traditionally these costs
are low, now comprising less than 1 percent of annual benefit pay-
ment)s. During fiscal year 1999, they amounted to $3.4 billion (table
1-40).

These trust-fund-financed administrative funds comprised about
48 percent of the Social Security Administration’s fiscal year 1999
administrative budget. The agency received another 15 percent
from the Medicare Trust Funds, as well as 37 percent from general
revenues for administration of the Supplemental Security Income
Program. SSA’s total fiscal year 1999 administrative budget was
$6.4 billion.

Social Security’s outlays and receipts were removed from the
budget in three separate actions by Congress. However, the exemp-
tion from the discretionary caps was less clearly stated when the
Budget Enforcement Act of 1990 was passed. Prior to discretionary
caps, appropriations acts limited expenditures for administration
through a “limitation on administrative expenses.” When confusion
arose over the intended treatment of administrative costs and the
discretionary caps, both OMB and CBO eventually agreed that
those cost would be subject to the discretionary caps even though
the program was an entitlement with the administration paid from
Social Security tax receipts.

In both the President’s budget and appropriations acts, the limi-
tation on administrative expenses is used to prevent the Social Se-
curity Administration from an open ended administrative budget.
In the Senior Citizens’ Right to Work Act of 1996, a separate excep-
tion to the discretionary caps was made for CDR funding. Con-
cerned that such reviews were lagging, Congress provided for addi-
tional spending for CDRs above a base amount that would not be
constrained by discretionary caps.

BUDGET RULES PERTAINING TO SOCIAL SECURITY

Two key elements of the budget process are: (1) explicit dollar
limits on discretionary spending (mostly for programs requiring an-
nual appropriations); and (2) a “pay-as-you-go” rule that requires
that increases in direct spending (mostly for entitlement programs)
and/or cuts in revenues must be offset by other changes so as not
to increase the deficit. Originally written to cover the fiscal year
1991-95 period, these budget rules now apply through fiscal year
2002 (as a result of provisions in OBRA 1993, Public Law 103-66,
and the Balanced Budget Act of 1997, Public Law 105-33). If the
explicit spending limits or “pay-as-you-go” rules are violated during
this period, the President may be required to sequester funds (i.e.,
cut spending). Social Security is not to be included in these calcula-
tions and is exempt from any potential sequestration, with the ex-
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ception of administrative expenses (which are counted as discre-
tionary spending). The law further permits floor objections to be
raised against budget bills (so-called “reconciliation” bills) that con-
tain Social Security measures.

HOUSE AND SENATE BUDGET PROCEDURES TO
PROTECT SOCIAL SECURITY BALANCES

Under the budget rules that existed before 1991, Social Security
was included in calculations of the budget deficit. This rule had the
effect of potentially thwarting attempts to expand Social Security
benefits or cut taxes if such attempts were not accompanied by
measures to offset the cost or revenue loss. Floor objections could
be raised against such actions if they violated the budget totals or
allocations. If measures that raised benefits or cut taxes were en-
acted, other programs were potentially threatened with sequestra-
tion because the deficit would be made larger. The old process im-
posed the same fiscal discipline on Social Security as applied to
other programs. Since Social Security is now exempt from the
budget limits (except its administrative expenses), these fiscal con-
straints no longer apply. In their place are rules intended to make
it difficult to bring up measures for a vote that would weaken the
program’s financial condition. These procedural rules are some-
times referred to as the Social Security “firewall” provisions.

In the House, a floor objection can be raised against a bill that
proposes more than $250 million in Social Security spending in-
creases or tax cuts over 5 years (counting the fiscal year it becomes
effective and the following 4 years) unless the bill also contains off-
setting changes to bring the net impact within the $250 million
limit. Costs of prior legislation that fall within the 5-year period
must be counted. An objection also can be raised against a measure
that would increase long-range (75-year) average costs or reduce
long-range revenues by at least 0.02 percent of taxable payroll.

In the Senate, budget resolutions must include separate amounts
for Social Security income and outgo for the first year and 5-year
period covered by the resolution (i.e., separate from the budget to-
tals). These amounts cannot cause the balances of the Social Secu-
rity Trust Funds to be lower than projected under current law.
Measures that would do so are subject to an objection, which can
be overridden only by a vote of three-fifths of the Senate. Once the
resolution is enacted, subsequent measures that on balance would
cause Social Security outlay increases or revenue reductions are
also subject to objection, which again can be overridden only by a
three-fifths vote.

The fiscal year 2000 budget cycle resulted in a new budget proc-
ess, not formally written in the congressional or executive budget
laws, but arising from the projections of a new era of budgetary
surpluses in both the OASDI off-budget account and the on-budget
account. With both Congress and the President pledging not to
spend any of the Social Security surplus by running an on-budget
deficit, every attempt was made to finance increased spending or
tax reductions from the surplus in the on-budget or non Social Se-
curity surplus even if it resulted in spending over the discretionary
caps or the PAY-GO rules. Commonly referred to as the Social Se-
curity lock box approach by legislators, it was designed to keep the
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Social Security surpluses from being spent; surpluses are instead
to be used to reduce the public debt until long term Social Security
(and Medicare) reforms are enacted. This “political” process is like-
ly to be repeated in the future and perhaps as long as both the on-
and off-budget portions of the budget are in surplus. The resulting
fiscal effect of these policies allows the excess OASDI income to no
longer pay for other parts of government, but to be used to reduce
the “publicly” held debt. While this does strengthen the govern-
ment’s fiscal position by lowering its indebtedness in advance of the
baby boom retirement wave, it does not, on its own, provide the
money that will be needed to pay the rapidly rising Social Security
benefit outlays starting after 2014 when the current level of Fed-
ei"_al Insurance Contributions Act (FICA) receipts falls short of ben-
efit costs.

LEGISLATIVE HISTORY

(For a description of legislative changes made in the 95th—102d
Congresses, refer to the 1996 Green Book; for changes in the 103d
Congress, see the 1998 Green Book.)

CHANGES IN THE 104TH CONGRESS

Senior Citizens’ Right To Work Act of 1996 (incorporated into Pub-
lic Law 104-121, the Contract With America Advancement Act
of 1996)

Authorizing additional CDR funds.—This legislation authorized
additional administrative funding to enable the Social Security Ad-
ministration to increase CDRs. Amounts spent for CDRs above the
already assumed base funding levels are not subject to the discre-
tionary spending caps through fiscal year 2002. SSA must report
annually on CDR expenditures and savings to the Social Security,
Supplemental Security Income, Medicaid and Medicare Programs.

Alleviating the Social Security earnings limit.—The act gradually
raised the earnings limit for those between age 65 and 70 to
$30,000 by the year 2002, phased in over 7 years as follows:

Law as altered

Year Prior law by Public Law
101-121

1996 e $11,520 $12,500
L997 e $11,880 $13,500
1998 e $12,240 $14,500
1999 e $12,720 $15,500
2000 ©uiieceee e $13,200 $17,000
2001 oo $13,800 $25,000
2002 <ottt $14,400 $30,000

Senior citizens between full retirement age (FRA) (age 65 for
those born in 1937 or before) and 70 who earned over the given
earnings limit would continue to lose $1 in benefits for every $3
earned over the new limit. After 2002, the annual exempt amounts
were indexed to growth in average wages. The substantial gainful
activity (SGA) amount applicable to individuals under 65 who are
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eligible for disability benefits on the basis of blindness was no
longer linked to the earnings limit amount for those age 65—69. As
under prior law, this SGA amount continued to be wage-indexed in
the future, and was projected to rise to $14,400 by 2002.

Entitling of stepchildren to child’s benefits based on actual de-
pendency on stepparent support.—Benefits were made payable to a
stepchild only if it is established that the stepchild is dependent on
the stepparent for at least one-half of his financial support. In ad-
dition, benefits to the stepchild are to be terminated if the step-
child’s natural parent and stepparent are divorced. The dependency
requirement was made effective for stepchildren who become enti-
tled or reentitled to benefits beginning in July 1996. In cases of a
subsequent divorce, benefits to stepchildren will terminate 1 month
after the divorce becomes final. Stepparents are required to notify
SSA of the divorce. In addition, SSA is required to notify annually
those potentially affected by this provision.

Removing drug addiction and alcoholism as disabling condi-
tions.—An individual is no longer considered disabled for purposes
of entitlement to cash Social Security and Supplemental Security
Income disability benefits if drug addiction or alcoholism is the con-
tributing factor material to her disability. Individuals with drug
addiction or alcoholism who have another severe disabling condi-
tion (such as AIDS, cancer, cirrhosis) can qualify for benefits based
on that disabling condition.

If a person qualifying for benefits based on another disability is
also determined to be an alcoholic or drug addict incapable of man-
aging his benefits, a representative payee will be appointed to re-
ceive and manage the individual’s checks. Recipients who are un-
able to manage their own benefits as a result of alcoholism or drug
addiction will be referred to the appropriate State agency for sub-
stance abuse treatment services. In each of fiscal years 1997 and
1998, $50 million was authorized to fund additional drug (including
alcohol) treatment programs and services. Individuals entitled to
benefits before March 1996 remained eligible for benefits until Jan-
uary 1, 1997.

Studying efficacy of providing benefit and contribution statements
to recipients.—The Commissioner of Social Security was required to
conduct a 2-year pilot study, beginning in 1996, of the efficacy of
providing individual benefit and contribution information to recipi-
ents of Old-Age and Survivors Insurance (OASI) benefits.

Protecting the Social Security and Medicare Trust Funds.—This
act codified Congress’ understanding of present law that the Sec-
retary of the Treasury and other Federal officials are not author-
ized to use Social Security and Medicare funds for debt manage-
ment purposes.

Personal Responsibility and Work Opportunity Reconciliation Act of
1996 (Public Law 104-193)

This act prohibited payment of Social Security benefits to any
noncitizen in the United States who is not lawfully present in the
United States, unless the payment is made pursuant to a total-
ization agreement or treaty obligation.
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Omnibus Consolidated Rescissions and Appropriations Act of 1996
(Public Law 104-134)

Providing for mandatory electronic funds transfers.—Federal pay-
ments, including Social Security and Supplemental Security In-
come benefits payable beginning after July 1996 to persons with
bank accounts, must be paid by electronic funds transfer (EFT). All
recurring Federal payments made after January 1, 1999 will be
made by EFT, except that the Secretary of the Treasury may waive
the requirement under certain circumstances.

Enhancing debt collection.—Provided SSA with permanent debt
collection authorities, including administrative offset of other Fed-
eral benefit payments, offset of Federal salaries, reporting of delin-
quent debt to credit bureaus, use of private collection agencies, and
assessment of late charges.

CHANGES IN THE 105TH CONGRESS

Revenue Reconciliation Act of 1997 (incorporated into Public Law
105-34)

Expanding SSA records for tax collection.—This provision pro-
vides that, for an application for a Social Security number (SSN)
for a person under age 18, SSA must collect the SSNs of each par-
ent, in addition to currently required evidence of age, identity, and
citizenship, and share this information with the Internal Revenue
Service for administration of tax benefits based on support or resi-
dency of a child.

Excluding termination payments made to insurance salesmen.—
Payments made to a self-employed insurance salesman after his
agreement to work for the insurance company has terminated are
excluded from Social Security coverage if: he performed no addi-
tional work for the company in that taxable year; he entered into
a covenant not to compete with the company; and the amount of
the payment was based entirely on the policies the salesman sold
during the last year of the agreement which remain in force and
not on his length of service or overall earnings from the company.

CHANGES IN THE 106TH CONGRESS

Foster Care Independence Act of 1999 (Public Law 106-169, signed
December 14, 1999)

Enforcing benefit restrictions for prisoners.—The Commissioner is
required to share (on a reimbursable basis) information obtained
under agreements with institutions reporting prisoners with other
Federal or federally assisted cash, food, or medical assistance pro-
grams to ensure that other Federal, State or local benefits do not
inappropriately flow to prisoners.

Creating new administrative sanctions to deter abuse.—A new
penalty is added to previous penalties for nonpayment of OASDI
and SSI benefits for individuals found to have lied or misrepre-
sented facts in applying for benefits. The penalty is a period of non-
payment of 6 months for the first violation, 12 months for the sec-
ond, and 24 months for the third such violation. A prior provision
banning benefits for 10 years for individuals who misrepresent res-
idence to claim benefits in two or more States is repealed.
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Protecting Social Security funds.—Representative payees are
made liable for an OASDI or SSI overpayment caused by a pay-
ment made to a beneficiary who has died. SSA must establish an
overpayment control record under the representative payee’s SSN.
The legislation also bars from the OASDI and SSI Programs rep-
resentatives and health care providers found to have helped com-
mit fraud; the bar from participation would last for 5 years, 10
years, and permanently for the first, second and third such finding,
respectively.

Adding resources and legislative tools to combat fraud.—The
Commissioner is required to consult with the Inspector General of
SSA and the Attorney General regarding additional measures to
combat fraud in Social Security’s Disability Programs, as well as
methods for improving the processing of reported changes to bene-
ficiaries’ income. In addition, SSA must include in its annual budg-
et an itemization of the funds needed to combat fraud. The legisla-
tion also provides for readier data exchanges with State and Fed-
eral agencies to ensure proper benefit payment.

Ticket to Work and Work Incentives Improvement Act of 1999 (Pub-
lic Law 106-170, signed December 17, 1999)

Creating new avenues to work and self-sufficiency.—Creates a
new “Ticket to Work” Program, to be implemented in all States
within 4 years, under which the Social Security Administration
would provide Social Security Disability Insurance (SSDI) and SSI
disability beneficiaries with tickets they can use to purchase serv-
ices to help them enter the work force. Services would be tailored
to individual needs and choices, with providers paid for results
when beneficiaries return to the work force or achieve certain mile-
stones. To protect those who attempt to work but must return to
benefits, certain rules are eased for requalifying for benefits for
those in need due to failing health.

Expanding availability of health care services for the disabled.—
For SSDI beneficiaries who go to work, the legislation extends
Medicare coverage for an added 4.5 year period beyond current law
(for a total of 8.5 years). This provision also expands State options
to provide Medicaid to workers with disabilities, provide grants to
States to support workers with disabilities, create State demonstra-
tion programs to provide medical aid to workers with potentially
severe disabilities, and hold down insurance costs for certain dis-
abled workers.

Funding new studies and demonstration projects.—SSDI dem-
onstration project authority is renewed for 5 years; SSA must con-
duct a project to study the incentives created by gradually reducing
SSDI benefits $1 for every $2 in earnings over a set level. Several
GAO and SSA reports are to be conducted on current work incen-
tives for individuals with disabilities and on ways to improve such
incentives.

Ensuring changes are paid for.—The ticket to work law made a
number of technical changes to Social Security to ensure that any
new benefits are fully paid for, including: awarding certain prisons
reporting inmate lists with up to $400 per inmate found to be col-
lecting Social Security benefits (preventing fraud and benefit over-
payments); restricting Social Security benefits for certain sex of-
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fenders and prisoners jailed for under 1 year; allowing clergy mem-
bers a 2 year “open season” to opt into Social Security; assessing
attorneys who have SSA process their fees for associated adminis-
trative costs; and clarifying rules related to the removal of drug ad-
diction and alcoholism as disabling conditions under the SSDI and
SSI Programs.

Senior Citizens Freedom To Work Act (Public Law 106-182, signed
April 7, 2000)

Eliminates the earnings limit as of the month the recipient at-
tains the FRA, effective in 2000. In the year a recipient attains the
FRA, the 1 for 3 reduction rate and the exempt amounts put in
place by Public Law 104-121 will continue to apply.

STATISTICAL TABLES

Tax RATES AND COVERED EARNINGS

TABLE 1-1.—FICA AND SELF-EMPLOYMENT CONTRIBUTIONS ACT (SECA) TAX RATES
AND MAXIMUM TAXABLE EARNINGS, SELECTED YEARS 1937-2001

[In percent]

Rate paid by employee and employer

Disabil- Hos- Self- Maximum
Calendar year ity in- pital employed taxable
0ASI slu)r’alnce 0ASDI insur- Total rate earnings
ance
(0l (H)
1937 1.0 NA NA NA 1.0 NA $3,000
1950 i 1.5 NA NA NA 3.0 NA 3,000
1960 oo 3.0 025 275 NA 3.0 45 4,800
1970 e 365 055 420 060 4.8 6.9 7,800
1980 oo 452 056  5.08 1.05 6.13 8.1 25,900
1990 e 560 0.60  6.20 145  7.65 153 51,300
1995 526 094  6.20 145  7.65 153 161,200
1999 5.35 0.85 6.20 1.45 7.65 15.3 172,600
2000 .o 530 090 6.20 145  7.65 153 176,200
2001 and later ...... 530 090 6.20 145  7.65 15.3 )

LOASDI; no limit (HI).
2Not yet determined for OASDI; no limit (HI).
NA—Not applicable.

Note.—Until 1991 the maximum taxable earnings for HI were the same as for OASDI. In 1991, 1992,
and 1993 maximum taxable earnings were $125,000, $130,200, and $135,000 respectively, with no limit
after 1993. Only 92.35 percent net self-employment earnings are taxable and half of the SECA taxes so
computed is deductible for income tax purposes.

Source: Congressional Research Service.
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TABLE 1-2.—OASDI AND HI TAX RATES FOR SELF-EMPLOYED INDIVIDUALS, 1980 AND
LATER

[In percent]

Calendar year 0AS| DI 0ASDI HI fotal d‘OH‘})SD'
1980 v, 6.2725 0.7775 7.05 1.05 8.10
1981 e 7.0250 0.9750 8.00 1.30 9.30
1982 e, 6.8125 1.2375 8.05 1.30 9.35
1983 oo, 7.1125 0.9375 8.05 1.30 9.35
1984 oo 10.4000 1.0000 11.40 2.60 114.00
1985 e, 10.4000 1.0000 11.40 2.70 114.10
1986—87 oo, 10.4000 1.0000 11.40 2.90 114.30
1988—89 ..o, 11.0600 1.0600 12.12 2.90 115.02
1990-93 .o 11.2000 1.2000 12.40 2.90 15.30
1994-96 ...oovevrn. 10.5200 1.8800 12.40 2.90 15.30
1997-99 .o 10.7000 1.7000 12.40 2.90 15.30
2000 and later ............. 10.6000 1.8000 12.40 2.90 15.30

1Tax credits for the self-employed equaled 2.7 percent in 1984, 2.3 percent in 1985, and 2.0 percent
in 1986-89. The tax rate shown is not reduced for these credits. See text for explanation of change in
tax treatment of the self-employed.

Source: Congressional Research Service.
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TABLE 1-3.—EARNINGS COVERED BY OASDI SYSTEM, SELECTED YEARS 1950-991

[In billions of dollars]

Earnings in covered Total Cove;red Taxable earn-
employment earnings garnings ings as a per-

Year Total incov.  Aasaper- Taxable cent of total

earnings Self- ered em- cent of earnings earnings in

Employed employed  ployment eatr%tiilgs Coln%;erﬁeirtn_
1950 ........ $1859 $109.8 NA  $109.8 59.1 $87.5 79.7
1955 ... 257.7 1716  $245 196.1 76.1 157.5 80.3
1960 ........ 3247  236.0 29.2 265.2 81.7  207.0 78.1
1965 ........ 4289 3114 40.3 351.7 82.0  250.7 71.3
1970 ........ 631.3  483.6 48.0  531.6 84.2  415.6 78.2
1975 ........ 936.2 717.2 704 7876 84.1 664.7 84.4
1976 ........ 1033.8 797.2 76.8  874.0 84.5 737.7 84.4
1977 ... 11422 8795 80.8  960.3 84.1 816.6 85.0
1978 ........ 1290.8 10244 940 11184 86.6 919.0 82.2
1979 ... 14395 1147.9 100.6 12485 86.7 1074.2 86.0
1980 ........ 1555.1 1235.6 97.9 13335 85.7 11793 88.4
1981 ........ 17035 1361.2 98.7 1459.9 85.7 1294.2 88.6
1982 ........ 1773.3 14303 98.6 1528.9 86.2 1364.2 89.2
1983 ........ 1880.2 1503.8 109.9 1613.7 85.8 1456.2 90.2
1984 ... 2102.1 1666.3 128.2 17945 85.4 1611.0 89.8
1985 ........ 22625 1802.4 141.8 19442 85.9 1727.6 88.9
1986 ........ 2393.0 19255 158.6 2084.1 87.1 1847.0 88.6
1987 ... 2574.1  2057.2 179.9 2237.1 86.9 1959.0 87.6
1988 ........ 27915 22326 199.7 24323 87.1 20924 86.0
1989 ........ 29585 23625 2109 25734 87.0 22378 87.0
1990 ........ 31356 2510.4 193.8 2704.2 86.2 2358.6 87.2
1991 ... 3208.5  2566.7 1955 2762.2 86.1 24225 87.7
1992 ........ 3416.9  2709.7 206.8  2916.5 85.4 25328 86.8
1993 ... 3547.0 2808.9 2140 30229 85.2 2636.1 87.2
1994 ... 3713.3  2950.3 218.8  3169.1 85.3 2785.2 87.9
1995 ... 39224 31324 2269 3359.3 85.6 29194 86.9
19962 ...... 41713 33275 2398 3567.3 85.5 3076.5 86.2
19972 ... 44675 35944 2533 3847.7 86.1 32874 85.4
19982 ...... 4792.1 3870.2 270.4  4140.6 86.4 3517.0 84.9
19992 ... 5130.7 41420  296.3 44383 86.5 3765.0 84.8

1Sum of wages and salaries and proprietors’ income with inventory valuation and capital consumption
adjustments, as estimated by the Bureau of Economic Analysis in the National Income and Product Ac-

counts.

2Preliminary.

NA—Not applicable; self-employment tax first took effect in 1951.

Source: Office of the Chief Actuary, Social Security Administration.
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TABLE 1-4.—FICA AND SECA TAX PAYMENTS FOR AVERAGE AND HIGH EARNERS,
SELECTED YEARS 1950-2000

Annual tax payments

Calendar year Average earner! High earner!

FICA! SECA2 FICA! SECA?

$38 NA $45 NA
120 $180 144 $216
297 427 374 538
767 1,014 1,588 2,098
2,318 3,682 7,401 11,774
Cumulative 1956-993 .......cccovvrvimvirrnninene 134,212 200,804 273,856 419,806
2000 ..o 2,424 3,850 7,624 12,140

LEmployee share only for FICA column. Average earner means someone who earned average wages
throughout her working years (average wages are estimated for 1999 and 2000). For years before 1994,
high earner means someone who earned the maximum wage level subject to Old-Age, Survivors, and Dis-

ability Insurance (OASDI) and HI taxes. For 1994 onward it is assumed to be someone who earns
$200,000 a year.

2Figures in table are net of income tax deduction equal to one half of SECA taxes.

3Includes interest compounded at rates of long-term Treasury issues. Encompasses a hypothetical 44-
year career that began at age 21 and ended at age 65.

NA—Not applicable.
Source: Congressional Research Service.

TABLE 1-5.—AMOUNT OF COVERED WAGES NEEDED TO EARN ONE QUARTER OF
COVERAGE, SELECTED CALENDAR YEARS 1978-2009

LOT8 $250
LGBO oot 290
198D 410
1990 e 520
1995 s 630
2000 ..o e 780
2000 oo 1970
2000 .o 11,140

1Based on economic assumptions in the 2000 Annual Report of the Board of Trustees of the Federal
0ASI and Disability Insurance Trust Funds.

Source: Office of the Chief Actuary, Social Security Administration.
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COVERED WORKERS

TABLE 1-6.—ESTIMATED SOCIAL SECURITY COVERAGE, 1999

[In millions]
Total Noncovered Percent covered
WORKEIS 1 e 158.5 6.8 95.7
Jobs: 2
State and local government3 ........... 234 5.8 75.1
Federal civilian .......ccccooveeeenee. . 3.9 1.0 73.1
Students? e, 2.4 2.2 6.3

Uincludes both employees and self-employed.

2Because workers may work at more than one job during the year, the total number of noncovered
jobs exceeds the total number of noncovered workers. Because this table includes workers who worked in
a noncovered job at any time during the year, it shows a higher number of noncovered workers than
does table 1-7, which is based on coverage status in December of each year.

3Excludes students.

4Includes students employed at both public and private colleges and universities.

Source: Office of the Chief Actuary, Social Security Administration.
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TABLE 1-7.—CIVILIAN WORKERS COVERED BY SOCIAL SECURITY SYSTEM, SELECTED
YEARS 1939-99

[In millions]

P 0ASDI coverage 0ASDI and Hl-only
Year Piaalg gln\:” coverage
ployees ! Number Percent Number Percent
19392 e, 43.6 24.0 55.1 24.0 55.1
19442 e, 51.2 30.8 60.2 30.8 60.2
19492 e, 56.7 34.3 60.5 34.3 60.5
1955 e, 62.8 51.8 82.5 51.8 82.5
1960 v, 64.6 55.7 86.2 55.7 86.2
1965 e 71.6 62.7 87.6 62.7 87.6
1966 oo, 73.6 64.9 88.2 64.9 88.2
1967 oo, 74.4 65.7 88.3 65.7 88.3
1968 e, 75.9 67.1 88.4 67.1 88.4
1969 o 78.0 68.6 87.9 68.6 87.9
1970 e 77.8 69.9 89.9 69.9 89.9
1971 e 79.6 71.7 90.1 71.7 90.1
1972 e 82.6 74.7 90.4 74.7 90.4
1973 e 85.6 11.6 90.6 11.6 90.6
1974 e, 85.4 77.3 90.5 77.3 90.5
1975 e, 86.0 77.9 90.6 77.9 90.6
1976 o, 89.2 81.0 90.9 81.0 90.9
1977 e, 93.5 85.1 91.0 85.1 91.0
1978 e, 97.0 88.4 91.2 88.4 91.2
1979 e, 99.4 90.7 91.3 90.7 91.3
1980 v, 98.9 89.3 90.3 89.3 90.3
1981 e 99.0 90.2 91.1 90.2 91.1
1982 e 98.3 89.8 914 89.8 914
1983 e 102.2 93.6 91.6 96.0 94.0
1984 oo 105.5 97.9 92.7 100.3 95.0
1985 e 107.7 100.0 92.9 102.4 95.1
1986 v, 110.2 103.1 93.5 105.5 95.8
1987 e, 113.3 106.5 94.0 109.1 96.3
1988 oo, 115.6 108.9 94.2 111.6 96.5
1989 e, 1174 110.8 94.4 113.5 96.7
1990 v, 117.8 111.3 94.4 114.1 96.9
1991 e, 117.1 110.8 94.7 113.6 97.0
1992 e, 118.7 112.8 95.1 115.3 97.1
1993 e 121.3 115.6 95.3 118.0 97.2
1994 e 124.6 118.9 95.5 121.4 97.4
1995 125.0 119.4 95.5 121.9 97.5
1996 e 127.7 122.2 95.7 124.7 97.6
1997 e 130.6 125.2 95.9 127.7 97.8
1998 e, 132.6 127.2 96.0 129.8 97.9
1999 134.6 129.2 96.0 131.8 98.0

Uincludes paid employees and self-employed for all years.
2Monthly average for these years, all other years as of December.

Source: Office of the Chief Actuary, Social Security Administration.
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TABLE 1-8.—ESTIMATED SOCIAL SECURITY COVERAGE OF WORKERS WITH STATE AND

LOCAL GOVERNMENT EMPLOYMENT, 1997

[Based on 1-percent sample; numbers in thousands]

State All workers ! Ev%\:ﬁgig Eg\;g?gé
AlADAMA ..o 374 348 93
BLASKA oo 88 44 50
AIZONA ettt 392 355 91
ArKanSas .....ccvcveeveieeciee e 207 191 92
CalifOrmia oo 2,393 1,060 44
£0l0rad ..o 375 118 31
CONNEBCLICUL . 258 178 69
DEIAWATIE ...t 105 64 61
Florida 1,076 924 86
Georgia 635 463 73
Hawaii 124 82 66
[daho ....... 136 128 94
[llinois 1,009 539 53
Indiana 467 416 89
JOW ettt 282 246 87
KANSAS ..ot 289 249 86
KENTUCKY e 356 273 77
LOUISIANG .ot 174 110 14
MAINE oottt eeee e 128 63 49
MArYIand ..o, 416 381 92
MasSAChUSELES ... 450 40 9
MICRIZAN e, 820 704 86
MINNESOTA ..ot 435 393 90
MISSISSIPPI +evevvvreererereiieee et 240 218 91
MESSOUIT e 473 367 78
MONEANA .. 96 86 90
NEDIASKA .ot 173 153 88
NEVAAA ..o 122 38 31
New Hampshire 102 89 87
New Jersey ........ 613 573 93
NEW MEXICO oottt r e 186 156 84
NEW YOTK oo 1,639 1,561 95
North Caroling ......cocueeeeeeeeeeeeeee e 656 602 92
North Dakota .......cccevveeieeeeeeeee e 76 66 87
ORID ettt 883 26 3
OKIAhOMA ..o 295 264 89
OFBEON oottt 264 243 92
Pennsylvania .........c.cccocveeveceieeeececee e, 768 734 96
RO0dE 1S1ANA ... 72 58 81
South Caroling .....ccceveeveveeceee e 344 319 93
South DaKota ..o 80 74 93
TENNESSEL ..o 449 412 92
TEXAS oottt 1,571 872 56
DR e 200 182 91
VEIMONT oo 57 54 95
VIFIMIA v 554 512 92
Washington ........occcvvveeveeeceeeee e 487 425 87
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TABLE 1-8.—ESTIMATED SOCIAL SECURITY COVERAGE OF WORKERS WITH STATE AND

LOCAL GOVERNMENT EMPLOYMENT, 1997—Continued

[Based on 1-percent sample; numbers in thousands]

State All workers 1 %‘;ﬁgerg Eg&g?gé
West Virginia ......ocoeeveeeeeeececcee e 152 134 88
Wisconsin 425 416 98
Wyoming 70 59 84
TOtal oo 22,636 16,062 71

lncludes seasonal and part-time workers for whom State and local government employment was not

the major job.

Source: Office of Research, Evaluation and Statistics, Social Security Administration.
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BENEFIT AND RECIPIENT DATA

TABLE 1-9.—OASDI BENEFITS PAID, SELECTED YEARS 1940-99

[In millions of dollars]

Year OASDI OASI DI
L1940 oo $35 $35 NA
1950 o 961 961 NA
1960 .o 11,245 10,677 $568
1970 e 31,863 28,796 3,067
1980 .o 120,511 105,074 15,437
L98D L e 186,196 167,360 18,836
L9901 e 247,796 222,993 24,803
19951 332,580 291,682 40,898
199 T e 385,768 334,437 51,331

1Unnegotiated checks not deducted.
NA—Not applicable.
Source: Office of Research, Evaluation and Statistics, Social Security Administration.

TABLE 1-10.—OASDI BENEFICIARIES IN CURRENT PAYMENT STATUS AND NEW AWARDS,
DECEMBER 1999

Number in Number of
Type of beneficiary cu[;rsrr:tt 5?" t?:rzce‘?inctiaorfy Amvtfr:'?tﬁs awallfi‘gl (in Av{geerawge
thousands) population benefit thousands) award
Retired WOrkers .......ccoovvvene.. 27,775 62.3 $804 1,690 $795
Wives and hushands of re-
tired workers .........oeoc..... 2,811 6.3 411 276 338
Children of retired workers .. 442 1.0 373 100 351
Disabled workers .................. 4879 10.9 754 620 783
Wives and hushands of dis-
abled workers ................... 176 0.4 189 46 207
Children of disabled workers 1,468 3.3 216 378 212
Widowed mothers and fa-
thers o, 212 0.5 566 42 569
Surviving children ................ 1,885 4.2 526 295 539
Widows and widowers .......... 4,745 10.6 775 440 715
Disabled widow(er)s ............. 199 0.4 500 30 502
Parents .....cocecvececvieeviinns 3 (1) 674 O] 688
Special age-72 ..o, 1 (1) 209 O] 101
Totals and averages .... 44 596 100.0 731 3,917 654

1less than 0.05 percent.
2Fewer than 500.

Source: Office of Research, Evaluation and Statistics, Social Security Administration.
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TABLE 1-11.—NUMBER AND PERCENTAGE OF OASDI RECIPIENTS AND AVERAGE
BENEFITS BY AGE, SEX, AND MARITAL STATUS, DECEMBER 1999

[Based on a 10-percent sample]

Percent Average Percent of
Beneficiary grou Number of total monthl total bene-
Ve (thousands)  bene- benefit fits
Retired WOrkers .......occooeevveeievicce, 21,775 62.3 $804 68.6
Retired men .....oooovveveeeeeeeee, 14,321 32.1 905 39.8
Retired women ..o 13,453 30.2 698 28.8
Disabled WOTKErs .......cccocoevveveeviverene, 4,879 10.9 754 11.3
Disabled men .......c.cccoeovveevvieeennee, 2,801 6.2 846 7.3
Disabled women ........cccocovvveeeenene. 2,078 47 630 4.0
Spouses of retired workers ...........o....... 2,811 6.3 411 35
Wives of retired workers ................ 2,780 6.2 413 35
Wives with entitled children .......... 58 0.1 307 0.1
Wives age 62 and older without
entitled children .....ocovvvvvevnnee. 2,722 6.1 415 35
Husbands of retired workers .......... 30 0.1 235 (1)
Spouses of disabled workers .................. 176 0.4 189 0.1
Wives of disabled workers ............. 172 0.4 190 0.1
Wives with entitled children .......... 122 0.3 159 0.1
Wives age 62 and older without
entitled children ........cooooeovenee.e. 50 0.1 265 (1)
Husbands of disabled workers ...... 4 (1) 145 (1)
ChIldren ..o 3,795 8.5 388 4.5
Children of retired workers ............ 442 1.0 373 0.5
Minor children (age 0-17) ... 241 0.5 339 0.3
Student children (age 18 and
19) e, 11 (1) 417 (1)
Disabled children (age 18
and older) ......cocoevveennnnee, 190 0.4 413 0.2
Children of deceased workers ........ 1,885 4.2 526 3.0
Minor children (age 0-17) .. 1,354 3.0 515 2.1
Student children (age 18 and
19) s 56 0.1 596 0.1
Disabled children (age 18
and older) ......cocoevveennnnee, 475 1.1 550 0.8
Children of disabled workers ......... 1,468 3.3 216 1.0
Minor children (age 0-17) .. 1,375 3.1 210 0.9
Student children (age 18 and
19) s 37 0.1 320 (1)
Disabled children (age 18
and older) ......cocoevveennnnee, 56 0.1 311 0.1
Widowed mothers and fathers ................ 212 0.5 566 0.4
Widowed mothers .......ccoooeveeenne. 202 0.5 570 0.4
Widowed fathers .........ccccoveevvinenee 10 (1) 474 (1)
Widows and widowers (nondisabled) ...... 4,745 10.6 175 11.3
Widows (nondisabled) .................... 4,709 10.6 776 11.2
Widowers (nondisabled) ................. 36 0.1 572 0.1
Widows and widowers (disabled) ........... 199 0.4 500 0.3
Widows (disabled) .......cccceooeuruneene. 194 0.4 504 0.3
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TABLE 1-11.—NUMBER AND PERCENTAGE OF OASDI RECIPIENTS AND AVERAGE
BENEFITS BY AGE, SEX, AND MARITAL STATUS, DECEMBER 1999—-Continued

[Based on a 10-percent sample]

Percent
Average Percent of

- Number of total
Benef thi total bene-
eneficiary group (thousands) fltéf’:ﬁes [Egrqefity 0 aﬁtsene
Widowers (disabled) .........cccocvvvneeee 5 (1) 340 (1)
Parents total ........ccoovviivcieiece, 3 (1) 674 O]
Special age 72 (primary) ......cccceeceeuennne. 1 (1) 209 (1)
Total OASI beneficiaries ............ 38,072 85.4 750 87.6
Total DI beneficiaries ................ 6,524 14.6 618 12.4
Total OASDI beneficiaries .......... 44 596 100.0 731 100.0

1less than 0.05 percent.
Note.—Columns may not add due to rounding.
Source: Office of Research, Evaluation and Statistics, Social Security Administration.

TABLE 1-12.—PERCENTAGE OF PRIMARY INSURANCE AMOUNT (PIA) PAID FOR
DEPENDENTS’ AND SURVIVORS' BENEFITS

Type of monthly benefit PercPe”rlt of
Dependents: !
Wives, hushandS—FRA ........c.o ot 50.0
Mothers, fathers, children, grandchildren .......cccooooeeeiiiieesicceceeee, 50.0
Survivors: 1
Widows, WiIdOWErS—FRAZ ..ot 100.0
Dependent parent—age 62 .........cccveeuevvecveereceeeee e, 82.5
Widows, widowers—age 60; disabled—ages 50-59 ........cccoeevviivvrvennes 715
Mothers, fathers, ChildrEN ... 75.0

1Subject to maximum family benefit limitation.

2Subject to general limitation that the survivor cannot get a higher benefit than the deceased worker
would be getting if alive.

Note.—FRA = Full retirement age (currently 65, rising to 67 for workers born in 1960 or later).
Source: Congressional Research Service.
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TABLE 1-13.—NUMBER OF SOCIAL SECURITY RETIRED WORKER NEW BENEFIT AWARDS
AND PERCENT RECEIVING REDUCED BENEFITS BECAUSE OF ENTITLEMENT BEFORE
AGE 65, SELECTED YEARS 1956-99!

[In millions]

Total Men Women
Year!

Number Percent Number Percent Number Percent
1956 oo 0.9 12 0.6 NA 0.4 31
1960 oo 1.0 21 0.6 NA 0.4 60
1965 e 1.2 49 0.7 43 0.4 60
1970 e 1.3 63 0.8 57 0.5 72
1975 e 1.5 73 0.9 69 0.6 79
1980 oo 1.6 76 0.9 73 0.7 80
1985 e 1.7 74 1.0 70 0.7 79
1990 e 1.7 74 1.0 71 0.7 78
1995 e 1.6 72 0.9 69 0.7 75
1999 1.7 70 0.9 69 0.7 73

1As of December of given year; data for 1985-90 based on a 1-percent sample; data for other years
based on 100 percent. Includes conversions at age 65 from disability to retirement rolls.

NA—Not applicable.
Source: Office of Research, Evaluation and Statistics, Social Security Administration.

TABLE 1-14—PERCENTAGE OF WORKERS ELECTING SOCIAL SECURITY RETIREMENT
BENEFITS AT VARIOUS AGES, SELECTED YEARS 1940-99!

Year Age 62 Age2463— Age 65 aﬁﬁiesolggr Av:g;ge
1940 oo G @) 8.3 91.7 68.7
1945 e () @) 17.9 82.1 70.0
1950 e () @) 23.1 76.9 68.5
1955 e () @) 41.2 58.8 68.2
1960 e 10.0 1.9 35.3 46.7 66.2
1965 e 23.0 17.7 23.4 359 65.9
1970 e 27.8 23.2 36.9 12.1 64.2
1975 e 35.7 24.5 31.1 8.7 63.9
1980 oo 40.5 22.2 30.7 6.6 63.7
1985 e 57.2 21.1 17.7 4.0 63.6
1990 e 56.6 20.2 16.6 6.7 63.6
1995 58.3 19.5 16.3 6.0 63.6
1999 58.6 18.8 15.6 7.0 63.7

1The age distribution excludes conversions at age 65 from disability to retirement rolls. Disability con-
versions are included in the computation of the average age. Age in year of award for 1970-80. Age in
month of award for 1985-99.

2Retirement before age 65 was not available.

Source: Social Security Administration.



TABLE 1-15.—EARNINGS HISTORIES FOR HYPOTHETICAL WORKERS AGE 62 IN 2000

[Rounded to nearest dollar]

Nominal earnings

Indexed earnings

Year - Indexing
Low! Average 2 n'\fl?r)gs factor Low! Average 2 Maximum 3

$1,803 $4.007 $4,800 $7.2025 4$12,988 4$28.861 $34,572

1,839 4087 4800 7.0622 412,988 428,861 433,898

1,931 4,291 4,800 67254 412,988 428,861 432,282

1,978 4397 4800  6.5644 412,988 428,861 431,509

2,059 4576 4800  6.3067 412,988 428,861 430,272

2,096 4659 4800  6.1951 12,988 28,861 429,737

2,222 4938 6,600  5.8443 12,988 28,861 38,573

2,346 5213 6,600  5.5360 12,988 28,861 36,537

2,507 5572 7,800  5.1800 12,988 28,861 40,404

2,652 5894 7,800  4.8969 12,988 28,861 38,196

2,184 6,186 7,800  4.6654 12,988 28,861 36,390

2,924 6,497 7,800  4.4422 12,988 28,861 34,649

3,210 7,134 9,000  4.0457 12,988 28,861 36,412

3,411 7,580 10,800  3.8075 12,988 28,861 41,121

3,614 8,031 13,200  3.5939 12,988 28,861 47,439

3,884 8,631 14,100  3.3440 12,988 28,861 47,150

LO76 e 4,152 9,226 15300  3.1281 12,988 28,861 47,860
1077 e 4,401 9,779 16,500  2.9512 12,988 28,861 48,695
L978 o 4,750 10,556 17,700  2.7341 12,988 28,861 48,394
1979 e e 5,166 11,479 22900 25142 12,988 28,861 57,575
1980 ettt 5,631 12,513 25,900  2.3064 12,988 28,861 59,737
L1981 e 6,198 13,773 29,700  2.0955 12,988 28,861 62,236
1982 e e 6,539 14,531 32,400 1.9862 12,988 28,861 64,351
1083 et 6,858 15,239 35,700 1.8939 12,988 28,861 67,612

¥S



LOBA s 7,261
198D s 7,570
198O .o 7,795
LOBT s 8,292
198 e 8,700
L98Y e 9,045
1990 e 9,463
1991 s 9,815
1992 s 10,321
1993 s 10,410
1994 s 10,689
1995 s 11,118
1996 s 11,661
1997 s 12,342
1998 s 12,988
1999 s 513,634

16,135
16,823
17,322
18,427
19,334
20,100
21,028
21,812
22,935
23,133
23,754
24,706
25,914
27,426
28,861
530,299

37,800
39,600
42,000
43,800
45,000
48,000
51,300
53,400
55,500
57,600
60,600
61,200
62,700
65,400
68,400
72,600

1.7887
1.7156
1.6662
1.5663
1.4928
1.4359
1.3725
1.3232
1.2584
1.2476
1.2150
1.1682
1.1137
1.0523
1.0000
1.0000

12,988
12,988
12,988
12,988
12,988
12,988
12,988
12,988
12,988
12,988
12,988
12,988
12,988
12,988
12,988
513,634

28,861
28,861
28,861
28,861
28,861
28,861
28,861
28,861
28,861
28,861
28,861
28,861
28,861
28,861
28,861
530,299

67,614
67,940
69,980
68,604
67,175
68,924
70,411
70,660
69,840
71,865
73,631
71,495
69,832
68,823
68,400
72,600

1Worker with earnings equal to 45 percent of the Social Security average wage index.

2Worker with earnings equal to the Social Security average wage index.
3Worker with earnings equal to the Social Security maximum taxable earnings.
4 Dropout years.

5 Estimated.

Source: Office of the Chief Actuary, Social Security Administration.

qg
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TABLE 1-16.—MONTHLY BENEFIT AMOUNTS FOR SELECTED BENEFICIARY FAMILIES
WITH FIRST ELIGIBILITY IN 1999, FOR SELECTED WAGE LEVELS, DECEMBER 1999

Workers with yearly earnings equal to

Beneficiary family Federal Average Maximum
Retired-worker families: 4
Average indexed monthly earnings .................. $1,106.00 $2,288.00 $4,463.00
Primary insurance amount ................. 662.30 1,049.60 1,515.10
Maximum family benefit ..., 995.60 1,916.20 2,651.50
Monthly benefit amount:
Retired worker claiming benefits at age 62:
Worker alone ........ooeoveeeeeeeeeeeeeeeeeeeen 529.00 839.00 1,212.00
Worker with spouse claiming benefits
at—
Age 65 or older .......ccoovvevvreeeiieene, 860.00 1,363.00 1,969.00
AZE B2 oo, 777.00 1,232.00 1,780.00
Survivor families: ®
Average indexed monthly earnings .................. 943.00 2,294.00 5,567.00
Primary insurance amount ..........cccooceevevvevnnnnee. 608.80 1,051.50 1,684.60
Maximum family benefit .......cccooovevieiireinee, 913.30 1,918.80  2,948.30

Monthly benefit amount:
Survivors of worker deceased at age 40:
One surviving child ........cccooevevvveerccrne. 456.00 788.00  1,263.00
Widowed mother or father and one child 912.00 1,576.00 2,526.00
Widowed mother or father and two chil-

ATEN oo 912.00 1,917.00 2,946.00
Disabled worker families: 6
Average indexed monthly earnings .................. 1,027.00 2,290.00 5,182.00

Primary insurance amount ..........ccococevverevnnee. 636.40 1,050.30 1,625.60
Maximum family benefit ........cccooevvvvriireieee, 893.80 157540 2,438.30
Monthly benefit amount:
Disabled worker age 50:7
Worker alone .......ccoeevvveevevceeeee e, 636.00 1,050.00 1,625.00
Worker, spouse, and one child 892.00 1,574.00 2,437.00

LAnnual earnings are calculated by multiplying the Federal minimum wage by 2,080 hours. Increases
in the minimum wage during the year are prorated.

2Worker earned the national average wage in each year used in the computation of the benefit.

3Worker earned the maximum amount of wages that can be credited to a worker's Social Security
record in all years used in the computation of the benefit.

4 Assumes the worker began to work at age 22, retired at age 62 in 1999 with maximum reduction,
and had no prior period of disability.

5Assumes the deceased worker began to work at age 22, died in 1999 at age 40, had no earnings in
that year, and had no prior period of disability.

6 Assumes the worker began work at age 22, became disabled in 1999 at age 50, and had no prior
disability.

7The 1980 amendments to the Social Security Act provide for a different family maximum amount for
disability cases. For disabled workers entitled after June 1980, the maximum is the smaller of: (1) 85
percent of the worker's average indexed monthly earnings (AIME) (or 100 percent of the PIA, if larger); or
(2) 150 percent of the PIA.

Source: Social Security Administration.
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TABLE 1-17.—SOCIAL SECURITY REPLACEMENT RATES, SELECTED YEARS 1940-2040

[In percent]

Replacement rates !

Age at retire-

mrte W A Mo

ings3 ings 4 ings ®

1940 e 65 39.4 26.2 16.5
1950 e 65 33.2 19.7 21.2
1960 oo 65 49.1 33.3 29.8
1965 oo 65 45.6 31.4 32.9
1970 e 65 48.5 34.3 29.2
1975 e 65 59.9 42.3 30.1
1976 oo 65 60.1 43.7 32.1
L1977 e 65 61.0 44.8 33.5
1978 o 65 63.4 46.7 34.7
1979 e 65 64.4 48.1 36.1
1980 oo 65 68.1 51.1 32.5
1981 oo 65 72.5 54.4 33.4
1982 oo 65 65.8 48.7 28.6
1983 o 65 63.5 45.8 26.3
1984 oo 65 62.6 42.8 23.7
1985 e 65 61.1 40.9 22.8
1986 ..o 65 60.3 41.1 23.1
1987 o 65 59.5 41.2 22.6
1988 ..o 65 58.4 40.9 23.0
1989 oo 65 57.9 41.6 24.1
1990 oo 65 58.2 43.2 24.5
2000 e 65 52.8 39.2 23.7
2010 1o 66 56.6 42.2 27.1
2020 e 66 and 2 56.4 41.9 27.6

months

2030 e 67 56.2 41.9 21.5
20406 .o 67 56.2 41.9 21.5

1Total monthly benefits payable for year of entitlement at FRA expressed as percent of earnings in
year prior to entitlement for workers with steady career earnings.

2Full retirement age will rise from 65 starting with workers attaining age 62 in 2000 and will ulti-
mately reach 67 for workers attaining age 62 in 2022 and later.

3Earnings equal to 45 percent of the Social Security average-wage index.

4Earnings equal to the Social Security average-wage index.

SEarnings equal to the maximum wage taxable for Social Security purposes.

6 Assumes full benefits remain payable despite projection in 2000 Trustees’ Report that the trust funds
will be depleted in 2037.

Note.—Projections are based on the intermediate assumptions of the 2000 OASDI Trustees’ Report.
Source: Office of the Chief Actuary, Social Security Administration.



58

BENEFIT ADJUSTMENTS

TABLE 1-18.—SOCIAL SECURITY BENEFIT INCREASES FROM THE BEGINNING OF THE

PROGRAM THROUGH JANUARY 2000

[In percent]

Date increase paid

Amount of
increase

JANUATY 2000 ...ttt
JANUATY 1999 et
JANUATY 1998 .ottt
JANUATY 1997 ettt
JANUATY 1996 .ottt
JANUATY 1995 ettt
JANUATY 1994 ot
JANUATY 1993 ettt
JANUATY 1992 .ottt
JANUATY 1991 et
JANUATY 1990 .ottt
JANUATY 1989 .ottt
JANUATY 1988 ..ottt
JANUATY 1987 ettt
JANUATY 1986 .ottt
JANUATY 198D .ottt
JANUATY 1984 .ottt

April/July 19742

OCEODEE 1972 oottt
FEDIUAMY 1971 oottt
FEDIUAMY 1970 oottt
MAICH 1968 ...ttt
FEDIUAMY 1965 ..ottt ettt
FEDIUAMY 1959 ..ottt
OCTODEE 1954 ..ottt
OCTODEE 1952 ..ottt

October 19503

1 Automatic cost-of-living adjustments (COLAs) began.

Z|ncrease came in two steps.
3First increase paid in October 1950.

Source: Social Security Administration.
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TABLE 1-19.—HISTORICAL COMPARISON OF AVERAGE WAGE INCREASES TO BENEFIT
INCREASES AND CHANGES IN THE CPI-W, 1965-99

[In percent]

Increase in wages ! Increase in CPI2 Increase in benefits 3
Calendar year Over Cumulative Over Cumulative Over Cumulative

prioryear 4% *368y  pioryear R 300y prioryear 1 kg
1965 ............... 1.8 550.4 1.6 414.9 7.0 523.9
1970 e 5.0 389.8 5.7 318.5 15.0 380.1
1971 . 5.0 366.3 4.4 301.1 10.0 336.5
1972 . 9.8 324.7 34 287.7 20.0 263.7
1973 . 6.3 299.7 6.2 265.2 0.0 263.7
1974 ... 5.9 271.3 11.0 229.1 11.0 221.7
1975 . 7.5 251.0 9.1 201.7 8.0 203.4
1976 ............... 6.9 228.4 5.7 185.4 6.4 185.2
1977 . 6.0 209.8 6.5 168.0 5.9 169.3
1978 ............... 7.9 187.0 1.7 148.8 6.5 152.8
1979 . 8.7 163.9 11.4 123.3 9.9 130.1
1980 ............... 9.0 142.1 134 96.9 14.3 101.3
1981 ............... 10.1 120.0 10.3 78.6 11.2 81.0
1982 ... 5.5 108.5 6.0 68.5 7.4 68.5
1983 ............... 49 98.8 3.0 63.6 435 62.8
1984 ............... 5.9 87.8 3.5 58.0 3.5 57.3
1985 ..o 43 80.1 35 52.7 3.1 52.6
1986 ............... 3.0 74.9 1.6 50.3 1.3 50.6
1987 ... 6.4 64.4 3.6 45.1 4.2 44.6
1988 ............... 49 56.7 4.0 39.5 4.0 39.0
1989 ............... 4.0 50.7 48 33.1 47 32.8
1990 ... 46 44.1 5.2 26.5 5.4 26.0
1991 .. 3.7 38.9 4.1 215 3.7 215
1992 ... 5.2 32.1 2.9 18.1 3.0 17.9
1993 .. 0.9 31.0 2.8 14.9 2.6 14.9
1994 ............. 2.7 21.6 2.5 12.1 2.8 11.8
1995 . 4.0 22.6 2.9 9.0 2.6 9.0
1996 ............... 49 16.9 2.9 5.9 2.9 5.9
1997 . 5.8 10.5 2.3 3.6 2.1 3.7
1998 ............. 5.2 5.0 1.3 2.2 1.3 2.4
1999 ..o 55.0 NA 2.2 NA 62.4 NA

!Average annual wages used to index earnings records. _
2Increase in annual average Consumer Price Index for Urban Wage Earners and Clerical Workers (CPl—

3Legislated benefit increases through 1975 and increases based on the Consumer Price Index (CPI)
thereafter. After 1975, the CPI and benefit increases are different because they reflect the change in
prices measured over different periods of time.

4As a result of the Social Security Amendments of 1983, COLAs are provided on a calendar year
basis, with the benefit increase payable in January rather than July. The July 1983 COLA was delayed to
January 1984. This delay and a change in the computation period led to 6 months of 1983 (first
quarter—third quarter) not being accounted for in any COLA increase—a period in which the CPI in-
creased 2.4 percent.

5 Preliminary.

6 Effective December 1999, payable in January 2000.

NA—Not applicable.
Source: Office of the Chief Actuary, Social Security Administration.



TABLE 1-20.—INCREASES IN FULL RETIREMENT AGE AND DELAYED RETIREMENT CREDITS, WITH RESULTING BENEFIT, AS A PERCENT OF PRIMARY
INSURANCE AMOUNT, PAYABLE AT SELECTED AGES, FOR PERSONS BORN IN 1924 OR LATER

Credit for each year
of delayed retire-

Benefit, as a percent of PIA, beginning at age—

Year of birth Age 62 attained in— Full retirement age
me{‘itrean‘:teﬁl’tfgge’e 62 65 66 67 70
1924 ..o, 1986 ...covvvaee, 65 e 3 80 100 103 106 115
1925-26 ............... 1987-88 .............. 65 e 32 80 100 1032 107 1172
1927-28 ............... 1989-90 .............. 65 e 4 80 100 104 108 120
1929-30 ................ 1991-92 ............. 65 e 4%, 80 100 104> 109 122>
1931-32 ..o 1993-94 .............. 65 e 5 80 100 105 110 125
1933-34 ................ 1995-96 .............. 65 e 512 80 100 1052 111 1272
1935-36 ..o 1997-98 ... 65 e 6 80 100 106 112 130
1937 e, 1999 e, 65 e 6Y2 80 100 106Y2 113 132Y2
1938 oo, 2000 ..o, 65 and 2 months 6v2 719% 98%%4 105%2 11112 131%2
1939 e, 2001 .o 65 and 4 months 7 18Y5 9774 10424 11174 13274
1940 oo, 2002 .o, 65 and 6 months 7 172 965 1032 110%2 1312
1941 e, 2003 ..o 65 and 8 months 12 7673 95% 102Y2 110 132V2
1942 oo, 2004 ..o 65 and 10 months 12 75% 94%4 1014 108%4 131V
1943-54 ................ 2005-16 .............. 66 e 8 75 9315 100 108 132
1955 i, 2017 o, 66 and 2 months 8 146 92%, 98%4 10675 13075
1956 oo, 2018 ..o 66 and 4 months 8 135 914 9774 105Y5 1294
1957 e, 2019 e 66 and 6 months 8 12Y2 90 9675 104 128
1958 .o, 2020 ..o, 66 and 8 months 8 11%3 88%4 95% 10273 12673
1959 ., 2021 o, 66 and 10 months 8 70% 8774 9444 1015 125Y5
1960 or later ......... 2022 or later ....... 67 e 8 70 8673 9315 100 124

Source: Ballantyne, H.C. (1984).
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TABLE 1-21.—WINDFALL BENEFIT FORMULA FACTORS

Years of Social Security coverage

First factor
in formula

(percent)
20008 TEWEE oottt et teees 40
2 ettt ettt ettt ettt et et et ee ettt ennen 45
2 ettt r e ren et enen e eeeen 50
2 OO 55
DA ettt ettt ettt ettt e ettt ennen 60
2D ettt ee e eeen e eeenen s 65
2D ettt ettt et eees 70
2 ettt ettt ettt et et et et ea ettt e nnen 75
28 ettt r e enen et enen s 80
20 ettt sttt et eees 85
30 08 MOTE ettt e et et e st s ettt e e et et st et e ae s et eeeen et st eesssaerenene 90

Source: Social Security Administration.



62
EFFECT OF CURRENT EARNINGS AND TAXATION OF BENEFITS

TABLE 1-22.—ANNUAL EARNINGS EXEMPT FROM THE EARNINGS LIMIT, CALENDAR
YEARS 1975-2009

FRA and
Year Under FRA over !
LOTH $2,520 $2,520
LOT6 oo 2,760 2,760
LO7T e 3,000 3,000
LT e 3,240 4,000
1979 e 3,480 4,500
LGB0 ..o 3,720 5,000
LOBL e 4,080 5,500
1982 .o 4,440 6,000
1983 e 4,920 6,600
LOBA oo 5,160 6,960
198D ot 5,400 7,320
198O ... 5,760 7,800
LOBT et 6,000 8,160
L98B ... 6,120 8,400
198 s 6,480 8,880
1990 e 6,840 9,360
L99T e 7,080 9,720
1992 s 7,440 10,200
1993 e 7,680 10,560
L994 8,040 11,160
1995 s 8,160 11,280
1996 e 8,280 12,500
1997 e 8,640 13,500
1998 s 9,120 14,500
1999 e 9,600 15,500
2000 ..o 10,080 17,000
2001 oo 210,680 25,000
2002 ... 211,160 30,000
2003 ..o 211,640 231,320
2004 ... 212,120 232,640
2005 .o 212,600 233,960
2000 ..o s 213,080 235,280
2007 oo 213,680 236,840
2008 ..o 214,160 238,280
2009 <o 214,760 239,960

Tln 1955-82, retirement earnings test did not apply at ages 72 and older; beginning in 1983, it does
not apply at ages 70 and older. Beginning in 2000, the retirement earnings limit no longer applies to
persons at the FRA. However, during the year in which a person reaches the FRA, the annual exempt
amounts shown apply for months preceding the attainment of the FRA. Amounts for 1978-82 specified
by Public Law 95-216; for 1996-2002, Public Law 104-121. After 2003, the annual exempt amount is
indexed to average wage growth.

2Based on economic assumptions in the 2000 Annual Report of the Board of Trustees of the Federal
0ld-Age and Survivors Insurance (0OASI) and Disability Insurance Trust Funds.

Note.—FRA = Full retirement age (currently 65, rising to 67 for workers born in 1960 or later).
Source: Office of the Chief Actuary, Social Security Administration.
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TABLE 1-23.—NUMBER OF RETIRED WORKERS WITH EARNINGS IN 19971

Total earnings Ages 62—64 Ages 65-69

S14,999 oo 289,600 915,400
5,000-9,999 <.omoe e 206,700 507,200
10,000—14,999 ..o 43,100 338,800
15,000-19,999 <.eooeeee e, 17,100 107,800
20,000-24,999 ...oor e 6,700 63,900
25,000-29,999 ..ot 5,400 45,400
30,000-34,999 ..o 3,200 34,400
35,000-39,999 ..o 2,300 25,800
40,000-44,999 ....ooe e 1,300 19,800
45,000—49,999 ... 700 17,000
50,000-54,999 ....omi e 900 14,200
55,000-59,999 ..o 400 11,100
60,000—64,999 ...ooomeeee s 900 9,700
65,000—-69,999 ....ori e 400 7,300
70,000=74,999 ... 500 6,900
75,000—79,999 ..o 200 6,300
80,000—84,999 ....oeree e Q] 5,100
85,000-89,999 ....eoe e (2 3,800
90,000-94,999 ... () 3,400
95,000-99,999 ... Q] 2,800
100,000 + oooeeeeeeee e 1,400 35,900

TOtal e, 581,200 2,182,000

Uncludes retired workers entitled to Social Security benefits as of December 31, 1996.

2Fewer than 300 workers.

Source: Office of Research, Evaluation and Statistics, Social Security Administration; 1997 1 Percent

Continuous Work History Sample.
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TABLE 1-24.—MONTHLY SUBSTANTIAL GAINFUL ACTIVITY (SGA) AMOUNTS SINCE 1968

SGA

SGA

amgournts amounts

Year nonblind for blind

bene- bene-

ficiaries ficiaries
198873 oottt $140  $140
LOTA—TDH ettt 200 200
LO76 ettt 230 230
1077 ettt 240 240
LOT8 ettt aes 260 334
1979 et 280 375
1980 oot 300 417
L9 ettt aes 300 459
300 500
300 550
300 580
300 610
300 650
300 680
300 700
300 740
500 780
500 810
500 850
500 880
500 930
500 940
500 960
1997 et 500 1,000
1998 ettt 500 1,050
1999 ettt aes 1500 1,100
2000 .ot ne et 2700 1,170

1Through June 30, 1999.
2July 1, 1999 and later.

Note.—SGA amounts for nonblind beneficiaries are set by regulation by the Commissioner of Social
Security. SGA amounts for blind beneficiaries are indexed to increases in the average wage level. Before
1978, SGA levels for blind beneficiaries were the same as those for nonblind beneficiaries.

Source: Office of Research, Evaluation and Statistics, Social Security Administration.



TABLE 1-25.—EFFECT OF TAXING SOCIAL SECURITY BENEFITS BY INCOME CLASS, PROJECTED CALENDAR YEAR 2000

[Numbers of persons in thousands; dollars in millions]

Persons age 65 and older All recipients

— — Aggregtate]c Aggregtat?( Taxes as a
Level of individual or couple income! umber Percent af- umber o Number af- Percent af- amount o amount 0 percent of

Numb affected  proi by tay.  SOCial Secu- e d b fected by tax-  Social Secu- taxes on benefit

umber t;){i(tl':xz- & gtionyz a ?itcyiat;ieense; tggaemnx & gtionyi“ A ity benefits benefits Enenits

Less than $10,000 ........ccoooveeee.. 5,358 0 0 7,410 0 0 $46,394 0 0
$10,000-$15,000 .......cevvrerenenen. 3,849 0 0 5,064 0 0 46,029 0 0
$15,000-$20,000 .......ccovvvvrenen. 3,425 0 0 4,244 0 0 39,692 0 0
$20,000-$25,000 .......covrreernnenne. 2,853 0 0 3,408 0 0 34,163 0 0
$25,000-$30,000 .......covvrerenenne. 2,581 66 3 2,964 105 4 28,876 $12 0
$30,000-$40,000 .......covvvernenen. 4,180 1,263 30 4,747 1,490 31 47,016 506 1
$40,000-$50,000 .......covvrrrnenee. 3,158 2,664 84 3,702 3,189 86 36,520 1,761 5
$50,000-$100,000 .......ccocovvne..en. 5,149 4,660 91 5,749 5,605 97 63,721 8,833 14
Over $100,000 .....ovveerrererreeneeene 2,212 1,900 86 2,133 2,128 100 25,526 6,187 24
All s 32,765 10,553 32 39,421 12,517 32 367,937 17,299 5

1Cash income (based on income of tax filing unit) plus capital gains realizations.
2Some elderly individuals do not receive Social Security benefits and thus are not affected by taxation of benefits.
3Includes beneficiaries under and over age 65.

Note.—Aggregate benefits and revenues are understated by about 10 percent because of benefits paid abroad, deaths of recipients before March interview, and exclusion of in-
stitutionalized beneficiaries. The number of beneficiaries is also understated.

Source: Congressional Budget Office simulations based on data from the Current Population Survey.

g9
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TABLE 1-26.—TAXATION OF OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE (OASDI)
BENEFITS BY TRUST FUNDS CREDITED AND AS A PERCENT OF TOTAL OASDI BENEFIT
PAYMENTS, FISCAL YEARS 1984-2005

[In millions of dollars]

Taxes credited to trust funds from
the taxation of OASDI benefits

Taxes credited to trust
funds as percent of OASDI

) Total OASDI benefits
Fiscal year benefits Hospital

OASDI ) Total — gpspr Hi Total
$173,603  $2,275 NA  $2,275 1.3 NA 1.3
183,959 3,368 NA 3,368 1.8 NA 1.8
193,869 3,558 NA 3,558 1.8 NA 1.8
202,430 3,307 NA 3,307 1.6 NA 1.6
213,907 3,390 NA 3,390 1.6 NA 1.6
227,150 3,772 NA 3,772 1.7 NA 1.7
243,275 3,081 NA 3,081 1.3 NA 1.3
263,104 5,921 NA 5921 2.3 NA 2.3
281,650 6,237 NA 6,237 2.2 NA 2.2
298,176 6,161 NA 6,161 2.1 NA 2.1
313,129 5656  $1,625 7,281 1.8 0.5 2.3
328,841 5,449 3,883 9,332 1.7 1.2 2.8
343,235 6,155 4,039 10,194 1.8 1.2 3.0
358,281 6,862 3,541 10,403 1.9 1.0 2.9
371,875 9,121 5,036 14,157 2.5 1.4 3.8
382,843 10,803 6,498 17,301 2.8 1.7 45
398,439 12,042 7,150 19,192 3.0 1.8 48
419,263 11,010 6,836 17,846 2.6 1.6 4.3
442,209 11,590 7,397 18,987 2.6 1.7 43
466,596 12,202 8,001 20,203 2.6 1.7 43
493,328 13,029 8,594 21,623 2.6 1.7 4.4
522,809 14,031 9,158 23,189 2.7 1.8 4.4

1Projected; based on intermediate assumptions in the 2000 Annual Report of the Board of Trustees of
the Federal Old-Age and Survivors Insurance and Disability Insurance Trust Funds.

NA—Not applicable.

Note.—Tax amounts are the amounts collected through the Federal income tax system (including ad-
justments for actual experience in prior years) plus, for OASDI only, taxes withheld from the OASDI bene-

fits of certain nonresident aliens.

Source: Office of the Chief Actuary, Social Security Administration.
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TABLE 1-27.—WORKSHEET FOR DETERMINING THE TAXABLE PORTION OF SOCIAL

SECURITY BENEFITS

1. Enter yearly Social Security benefits

2. Multiply line 1 by 0.50

3. Enter adjusted gross income plus tax-free interest

4. Add line 2 and line 3

5. Enter: $25,000 if single or head of household; $32,000 if
married filing jointly; $0 if married filing separately

6. Subtract line 5 from line 4

(If result on line 6 is zero or a negative number, stop; no
benefits are taxable.)

7. Divide line 6 by 2

8. Enter smaller of amounts on line 2 or line 7

9. Enter amount on line 4

10. Enter: $34,000 if single or head of household; $44,000
if married filing jointly; $0 if married filing separately

11. Subtract line 10 from line 9

(If result on line 11 is zero or a negative number, stop;
amount on line 8 is amount of benefits taxable.)

12. Multiply line 11 by 0.85

13. Enter smallest of: amount on line 8; $4,500 if single or
head of household; $6,000 if married filing jointly; $0 if
married filing separately

14. Add amounts on line 12 and line 13

15. Multiply line 1 by 0.85

16. Enter smaller of amounts on line 14 or line 15

(The amount on line 16 is the total amount of benefits tax-
able.)

Source: Congressional Research Service.
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TRUST FUND DATA

TABLE 1-28—PROJECTED SOCIAL SECURITY TRUST FUNDS' INCOME, OUTGO, AND END-
OF-YEAR BALANCES, SELECTED CALENDAR YEARS 2000-35

[In billions of dollars]

Calendar year Tax income I"tir:%te'"' Toctgr;'e"' Outgo Enbda_gﬁzzar
2000 .o, $501 $65 $566 $410 $1,052
2005 e, 635 120 755 539 2,022
2010 e 810 194 1,004 137 3,263
2015 e, 1,035 281 1,315 1,045 4,640
2020 o, 1,310 352 1,662 1,492 5,739
2025 e 1,650 376 2,026 2,065 6,008
2030 i, 2,078 316 2,394 2,762 4,866
2035 e, 2,620 136 2,757 3,572 1,729

Source: Board of Trustees (2000; intermediate assumptions).

TABLE 1-29.—ESTIMATED OPERATIONS OF THE COMBINED OASI AND DISABILITY
INSURANCE (DI) TRUST FUNDS, SELECTED CALENDAR YEARS 2000-35

[In billions of constant 2000 dollars]

Income Interest Total Balance at
Calendar year eiX:tI:g:tg income income Outgo end of year
$500.7 $64.9 $565.7 $410.3  $1,0515
512.7 73.4 586.2 419.6 1.187.4
521.1 81.5 602.5 429.5 1,326.0
528.6 88.6 617.1 439.6 1,464.1
536.2 95.7 631.9 450.6 1,600.5
545.3 103.2 648.5 462.4 1,736.1
552.8 110.8 663.6 475.0 1,869.1
562.4 1185 680.9 488.6 2,001.8
571.0 126.3 697.3 503.2 2,131.8
580.9 133.9 714.8 519.7 2,259.0
591.5 141.6 733.1 538.1 2,381.8
642.0 174.1 816.1 648.6 2,879.8
691.1 185.8 876.9 786.9 3,027.7
740.0 168.7 908.7 926.6 2,694.8
792.4 120.6 912.9 1,053.4 1,855.6

849.5 44.2 893.7 1,157.9

o
=2
o
~

Note.—Figures are not shown for years after which the combined OASI and DI Trust Funds are esti-
mated to be exhausted (year 2037 under intermediate assumptions). Adjustment from current to constant
dollars is by the CPI.

Source: Board of Trustees (2000; intermediate assumptions).



TABLE 1-30.—PROJECTED BUDGET SURPLUSES (WITH AND WITHOUT SOCIAL SECURITY) AND FEDERAL DEBT, FISCAL YEARS 2000-10

[In billions of dollars]

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 ZOTOOItiIIO
Federal budget surpluses with and without Social Security
Assuming discretionary spending
grows at the rate of inflation
after 2000:
With Social Security ........... $232  $268  $312  $345  $369  $402  $469  $523  $565 $625 $685  $4,561
Without Social Security ...... 84 102 126 143 154 169 222 260 288 332 377 2,173
Federal debt/or net asset position
Assuming discretionary spending
grows at the rate of inflation
after 2000:
Debt held by the public ..... 3,409 3,158 2854 2522 2,165 1,774 1,315 1800 1242 1-376 1—1,054
Debt held by the Social Se-
curity Trust Funds ......... 1,005 1,171 1,358 1,560 1,775 2,007 2,254 2517 2,795 3,087 3,394
Debt held by other govern-
ment accounts ............... 1,202 1,287 1,384 1481 1,573 1662 1,762 1858 1,954 2,050 2,145

1 Represents the net publicly-held debt of the government after subtracting excess cash held in depository accounts from debt still outstanding at end of fiscal year. Assumes
portion of debt is not redeemable with the budget surplus of that year.

Note.—The figures shown above represent only one of three alternative sets of projections made by CBO. It reflects a scenario under which Federal discretionary spending would
rise with inflation after fiscal year 2000. Two other Congressional Budget Office scenarios show larger unified and on-budget surpluses by assuming either: (1) that discretionary
spending would be frozen after the year 2000 at the level provided in that year; or (2) that discretionary spending would be held to levels prescribed by budget limits enacted in
1997 (in effect through fiscal year 2002) after which it would be allowed to rise with inflation. The differences are significant, with larger projected unified budget surpluses and
Social Security surpluses that represent considerably smaller shares of the totals (albeit the actual dollar amounts of the Social Security surpluses stay the same as shown

above).

Source: Congressional Budget Office, “The Budget and Economic Outlook: An Update,” July 2000.
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TABLE 1-31.—HISTORICAL AND PROJECTED OPERATIONS OF THE COMBINED OASI AND DI TRUST FUNDS DURING FISCAL YEARS 1998-2010

[In billions of dollars]

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
actual prelimi- pro- pro- pro- pro- pro- pro- pro- pro- pro- pro- pro-
nary jected jected jected jected jected jected jected jected jected jected jected
Combined OASDI Trust Funds:
Income:
REVENUES .vvvrrerevvvvvrrrrreeee $4158  $4445 $479.6 $501.5 $5249 $547.2 $569.9 $597.3 $622.7 $649.5 $676.5 $706.5 $737.8
Intragovernmental:
Taxes on benefits ............. 9.1 10.8 115 10.8 115 12.2 13.0 13.8 14.7 15.7 16.7 17.9 19.2
Federal employer share ... 7.1 14 1.1 8.3 8.9 9.5 10.1 10.9 11.6 12.2 13.0 13.8 14.7
Interest ..ooeveveeeee 46.6 52.1 60.0 69.5 80.1 90.8 101.6 112.9 125.1 138.1 152.1 166.9 182.5
Other e 0.0 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Subtotal,
intragovernmental ... 62.8 70.3 79.3 88.7 100.6 112.6 124.8 137.6 1514 166.1 181.9 198.7 216.4
Total income ............ 478.6 514.8 558.9 590.2 625.4 659.8 694.7 735.0 774.0 815.5 858.4  905.2 954.3
Outgo:
Benefits ..oovvevceeeeeeeee 372.0 382.9 397.7 4155 4356 4562 4784 502.5 527.9 554.6 583.7 616.9 653.0
Discretionary administration 3.1 3.0 3.2 3.3 3.3 34 3.5 3.7 3.8 3.9 4.0 41 42
Treasury administration ........ 0.3 0.4 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Railroad transfer ................... 3.8 3.8 3.8 3.6 3.7 3.8 3.8 3.8 3.7 3.9 3.9 4.0 4.1
Quinquennial ........ccccecvevnnnee. 0 0 0 1.2 0 0 0 0 0 0 0 0 0
Total outgo .............. 379.2 390.1 4050 4239  443.0 463.8  486.0 510.3 535.7 562.7 591.9 625.3 661.7
SUPIUS e 99.4 124.6 153.9 166.4 182.5 196.0 208.6 224.7 2384 2529 266.5 279.9 292.6
Memo:
OASI Surplus ...oceeveeeeeeercenes 85.9 109.1 132.6 143.1 1584 172.0 185.1 201.4 216.0 231.7 246.7 261.1 275.0
DI surplus 13.5 15.7 21.3 23.3 24.1 24.0 23.5 23.3 22.4 21.2 19.7 18.8 17.6
Balance ..o 730.3 855.0 11,0089 11,1753 1,357.8 15538 11,7624 1,987.1 22255 24783 27448 3,024.7 3,317.3

0L



Memo:
0ASI balance ......c.cocevevveernnne 653.3 7624  895.0 1,038.1
DI balance 77.0 92.6 113.9 137.2

1,196.5
161.3

1,368.5
185.3

1,553.6
208.8

1,755.0
232.1

1,970.9 2,202.6 24494 27105 29854
2545 2757 2954 3143 3319

Source: Unpublished data from the Congressional Budget Office, March 2000.
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TABLE 1-32.—ESTIMATED TRUST FUND BALANCES AS A PERCENTAGE OF ANNUAL
EXPENDITURES, SELECTED CALENDAR YEARS 2000-35

Beginning of calendar year 0ASI DI Combined
2000 e 226 172 218
2001 oo 251 196 243
2002 oo 277 216 268
2003 e 304 231 293
2004 e 329 240 315
2000 o 353 243 335
2000 e 376 243 354
2007 e 397 238 370
2008 ... 417 231 385
2009 e 434 223 397
2010 e 447 213 406
2015 o 472 152 418
2020 e 428 71 373
2025 e 348 0 293
2030 e 244 0 189
2035 s 126 0 71

Note.—Under intermediate assumptions, the OASDI fund is estimated to become exhausted in 2039,
the DI fund in 2023, and the combined funds in 2037. The balances for the combined funds for years
after a component fund has been exhausted are shown for illustrative purposes only, since no legal au-
thority exists for interfund borrowing between OASI and DI.

Source: Board of Trustees (2000; intermediate assumptions).

TABLE 1-33.—MAXIMUM TRUST FUND RATIOS AND YEAR OF EXHAUSTION FOR THE
OASDI TRUST FUNDS UNDER ALTERNATIVE ASSUMPTIONS

Assumption 0ASI DI Combined
Alternative | (optimistic):
Maximum trust fund ratio (percent) ................. 597 1293 574
Year attained .......ocooooveeeeiceeeee 2017 2074 2018
Year of exhaustion .........cccoeevveeevieeiecceieeens NA NA NA
Alternative Il (intermediate):
Maximum trust fund ratio (percent) .................. 473 243 421
Year attained ..o 2014 2005 2013
Year of exhaustion ........ccccoeevveveiicciicceieenns 2039 2023 2037
Alternative Ill (pessimistic):
Maximum trust fund ratio (percent) .................. 357 188 301
Year attained ..o 2011 2002 2009
Year of exhaustion ........ccccoeevveviiieiecisieenns 2029 2012 2026

NA—Not applicable.
Source: Board of Trustees (2000).



TABLE 1-34.—ESTIMATED INCOME RATES AND COST RATES, AS A PERCENTAGE OF TAXABLE PAYROLL, SELECTED CALENDAR YEARS 2000-75

0ASI Combined
Calendar year
Income rate Cost rate Balance Income rate Cost rate Balance Income rate Cost rate Balance
10.83 8.91 1.92 1.81 1.42 0.39 12.65 10.34 2.31
10.85 8.89 1.96 1.82 1.46 0.35 12.67 10.36 2.31
10.85 8.91 1.94 1.82 1.51 0.30 12.67 10.42 2.25
10.85 8.94 1.91 1.82 1.57 0.24 12.67 10.51 2.16
10.86 8.98 1.88 1.82 1.64 0.18 12.68 10.62 2.06
10.87 9.02 1.84 1.82 1.71 0.11 12.68 10.74 1.95
10.87 9.09 1.79 1.82 1.79 0.04 12.69 10.87 1.82
10.88 9.16 1.72 1.82 1.86 —0.04 12.70 11.02 1.69
10.89 9.25 1.64 1.82 1.93 —0.10 12.71 11.17 1.54
10.90 9.37 1.53 1.82 1.98 —0.16 12.73 11.35 1.37
10.91 9.53 1.38 1.82 2.02 —0.20 12.74 11.55 1.18
10.98 10.74 0.25 1.83 2.17 —0.34 12.81 12.91 —0.10
11.08 12.40 —-1.32 1.83 2.26 —0.43 12.91 14.66 —1.75
11.17 13.86 —2.69 1.83 2.38 —0.54 13.00 16.24 —3.24
11.25 14.94 —3.69 1.84 241 —0.57 13.08 17.35 —4.26
11.30 15.48 —4.18 1.84 2.38 —0.54 13.14 17.86 —4.72
11.32 15.46 —4.14 1.84 2.41 —0.57 13.16 17.87 —471
11.34 15.35 —4.01 1.84 2.51 —0.66 13.18 17.85 —4.67
11.36 15.40 —4.04 1.85 2.56 —0.72 13.21 17.96 —4.76
11.39 15.67 —4.28 1.85 2.60 —0.75 13.24 18.27 —5.03
11.42 16.04 —4.62 1.85 2.58 —0.74 13.27 18.63 —5.36
11.45 16.36 —4.91 1.85 2.59 —0.74 13.30 18.95 —5.65
11.47 16.63 —5.16 1.85 2.60 —0.75 13.32 19.24 —5.92
11.49 16.89 —5.40 1.85 2.63 —0.78 13.34 19.53 —6.18

Source: Board of Trustees (2000; intermediate assumptions).
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TABLE 1-35.—ESTIMATED OASDI INCOME AND COST RATES AND ACTUARIAL BALANCES
AS A PERCENTAGE OF TAXABLE PAYROLL OVER 25-, 50-, AND 75-YEAR PERIODS !

Ultimate percentage increase in wages 2

Valuation period

3.8-33 43-33 48-33

Summarized income rate:

25-year: 200024 ..o 13.95 13.88 13.82

50-year: 2000—49 ..o 13.66 13.58 13.49

75-year: 200074 ....coovveeeieeeeeeee e 13.60 13.51 13.42
Summarized cost rate:

25-year: 200024 ..o 13.22 12.84 12.47

50-year: 200049 ..o 15.19 14.63 14.08

75-year: 200074 .....cocooovvieeeeeeeeee 15.99 15.40 14.81
Balance:

25-year: 2000-24 ......ccoveveeeeeeeeee e +0.73 +1.04 +1.35

50-year: 2000—49 ... —1.53 —1.06 —0.58

75-year: 200074 ..o —2.39 —1.89 —1.38

1Based on intermediate estimates with various real-wage assumptions.

2The first value in each pair is the assumed ultimate annual percentage increase in average wages
in covered employment. The second value is the assumed ultimate annual percentage increase in the
Consumer Price Index (CPI). The difference between the two values is the real-wage differential.

Source: Board of Trustees (2000).
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TABLE 1-36.—ESTIMATED COST OF OASDI AND HI PROGRAMS AS A PERCENT OF
GROSS DOMESTIC PRODUCT (GDP), SELECTED CALENDAR YEARS 2000-75

0ASDI
Calendar year 0ASDI HI a}-rllld
Annual cost rates:
2000 e 4.19 1.39 5.58
2005 < e 4.30 1.43 5.73
20010 o 4.57 1.53 6.10
2015 e 5.06 1.63 6.69
2020 < 5.70 1.78 7.48
2025 e 6.26 2.00 8.26
2030 e 6.62 2.23 8.85
2035 e 6.75 2.42 9.17
2040 oo 6.69 2.54 9.22
2045 et 6.62 2.60 9.22
2000 < e 6.59 2.63 9.22
2005 e 6.64 2.65 9.25
2000 e 6.70 2.69 9.39
2005 e 6.75 2.76 9.51
2070 e 6.79 2.84 9.63
2075 et 6.83 2.92 9.75
Summarized cost rates:
2000=24 ... 5.08 1.65 6.73
200049 ..o 5.68 1.96 7.64
2000—74 oo 5.88 2.13 8.01

Note.—Summarized rates are calculated on the present value basis including the value of the trust
funds in the first year and the cost of reaching and maintaining a target trust fund level of 1 year's
expenditures by the last year.

Source: Board of Trustees (2000; intermediate assumptions).

TABLE 1-37.—POPULATION, WORK FORCE, AND OASDI BENEFICIARY DATA AND
DEPENDENCY RATIOS, SELECTED YEARS 1960-2040

Work force measure 1960 1980 2000 2020 2040
Total population (in millions) .......... 190 235 285 331 364
Covered workers (in millions) .......... 73 114 154 172 182
0ASDI beneficiaries (in millions) ..... 14 35 45 69 88
Worker/beneficiary ratio ................... 5.1 3.2 34 2.5 2.1
Aged dependency ratio! ................... 0.173 0195  0.211 0.274  0.370
Total dependency ratio? .................. 0.904 0749  0.697 0.710  0.802

1 Ratio of the number of persons aged 65 and older to the number of persons aged 20-64.
2Ratio of the number of persons aged 65 and older plus the number of persons aged under 20, to
the number of persons aged 20-64.

Source: Board of Trustees (2000; intermediate assumptions).
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TABLE 1-38.—FERTILITY, DEATH RATE AND LIFE EXPECTANCY ASSUMPTIONS, SELECTED
YEARS 1940-2075

Total fer- Life expectancy 3 at Life expectancy 3 at
tility Age-sex-adjusted birth age 65
Calendar year rate ! death rate2 (per

wépmearn) 100,000) Male Female Male Female
1940 v 2.23 1,672.6 61.4 65.7 11.9 134
1945 . 2.42 1,488.6 62.9 68.4 12.6 14.4
1950 i 3.03 1,339.9 65.6 71.1 12.8 15.1
1955 e 3.50 1,243.0 66.7 72.8 13.1 15.6
1960 ..o 3.61 1,237.9 66.7 73.2 12.9 15.9
1965 e 2.88 1,210.8 66.8 73.8 12.9 16.3
1970 e 243 1,1384 67.1 74.9 13.1 17.1
1975 e, 1.77 1,020.9 68.7 76.6 13.7 18.0
1980 ..o 1.85 961. 69.9 775 14.0 18.4
1985 e 1.84 912.3 71.1 78.2 14.4 18.6
1990 .o 2.07 865.8 71.8 78.9 15.0 19.0
1991 o 2.07 854.8 71.9 79.0 15.1 19.1
1992 e 2.06 843.7 72.2 79.2 15.2 19.2
1993 2.04 863.5 72.0 78.9 15.1 19.0
1994 . 2.04 852.5 72.2 79.0 15.3 19.0
1995 i 2.02 850.1 72.4 79.0 15.3 19.0
1996 ..o 2.03 837.1 72.8 79.1 15.4 19.0
1997 o 2.04 822.6 73.3 79.3 15.5 19.1
1998 ..o 2.06 796.1 73.9 79.4 16.0 19.1
1999 2.06 803.0 13.7 79.5 15.8 19.1
2000 ... 2.05 796.3 73.9 79.6 15.9 19.2
2005 ., 2.03 767.0 74.7 80.0 16.1 19.3
2010 e, 2.01 744.2 75.4 80.4 16.4 19.4
2015 o 1.99 720.1 75.9 80.7 16.6 19.6
2020 oo 1.97 692.7 76.4 81.1 16.9 19.8
2025 e, 1.95 665.9 76.9 81.6 17.2 20.1
2030 e 1.95 640.6 77.4 82.0 17.5 20.4
2035 e, 1.95 617.0 77.9 82.4 17.8 20.7
2040 oo 1.95 594.8 78.3 82.7 18.1 21.0
2045 oo 1.95 574.0 18.7 83.1 18.3 21.2
2050 ..o 1.95 554.5 79.1 83.5 18.6 215
2055 . 1.95 536.1 79.5 83.8 18.9 21.8
2060 ..o 1.95 518.7 79.9 84.1 19.1 22.0
2065 ..o 1.95 502.3 80.3 84.5 19.4 22.3
2070 oo, 1.95 486.9 80.7 84.8 19.6 22.5
2075 e, 1.95 4722 81.0 85.1 19.9 22.7

1The total fertility rate for any year is the average number of children who would be born to a
woman in her lifetime if she were to experience the birth rates by age observed in, or assumed for, the
selected year, and if she were to survive the entire childbearing period.

2The age-sex-adjusted death rate is the crude rate that would occur in the enumerated total popu-
lation as of April 1, 1990, if that population were to experience the death rates by age and sex observed
in, or assumed for, the selected year.

3The period life expectancy for any year is the average number of years of life remaining for a group
of persons if that group were to experience the death rates by age observed in, or assumed for, the se-
lected year.

Source: Board of Trustees (2000; intermediate assumptions).
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SELECTED ECONOMIC ASSUMPTIONS, SELECTED YEARS 1960-2075

TABLE 1-39.
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TABLE 1-39.—SELECTED ECONOMIC ASSUMPTIONS, SELECTED YEARS 1960-2075—

Continued

Average annualir?icentage change Average Average Average

Real-wage  annual annual annual
Calendar Con- differen- interest  unemploy-  percentage
year Real Average annual sumer tial 3 rate4 ment increase in

GDP1 wage in covered Price (percent) (per- rate ® labor

employment Index 2 cent) (percent) force &
2075 ... 15 43 3.3 1.0 6.3 5.5 0.2

1The real gross domestic product is the value of total output of goods and services, expressed in
1996 dollars.

2The Consumer Price Index (CPI) is the annual average value for the calendar year of the Consumer
Price Index for Urban Wage Earners and Clerical Workers (CPI-W).

3The real-wage differential is the difference between the percentage increases, before rounding, in the
average annual wage in covered employment, and the average annual CPI.

4The average annual interest rate is the average of the nominal interest rates, which, in practice, are
compounded semiannually, for special public-debt obligations issuable to the trust funds in each of the
12 months of the year..

5Unadjusted civilian unemployment rates are shown through 2009. Thereafter, the rates are adjusted
to the age-sex distribution of the civilian labor force in 1999.

6The U.S. civilian labor force concept is used here.

Source: Board of Trustees (2000; intermediate assumptions).

TABLE 1-40.—NET ADMINISTRATIVE EXPENSES AND ADMINISTRATIVE EXPENSES AS A
PERCENTAGE OF BENEFIT PAYMENTS, FISCAL YEARS 1995-99

[In billions of dollars]

Administrative expenses as a percentage
of benefit payments paid from:

Total ad-

] L . 0ld-Age and

Fiscal trat >

e et mel;lgl)irzgege I?]l;LVr'gﬁg DI Trust Combined

(0AS)) Trust Fund funds
Fund

$2.87 0.6 2.7 0.9
2.86 0.6 2.5 0.8
3.21 0.6 2.7 0.9
3.60 0.6 3.3 1.0
3.36 0.6 3.0 0.9

Source: Office of the Chief Actuary, Social Security Administration.
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TABLE 1-41—NUMBER OF DISABILITY INSURANCE (DI) BENEFICIARIES, SELECTED
YEARS 1960-99

Year Disabled workers Spouses Children Total
1960 o 455,371 76,599 155,481 687,451
1965 v 988,074 193,362 557,615 1,739,051
1970 e 1,492,948 283,447 888,600 2,664,995
1975 e, 2,488,774 452,922 1,410,504 4,352,200
1980 v 2,861,253 462,204 1,358,715 4,682,172
1985 2,656,500 305,528 945,141 3,907,169
1990 3,011,294 265,890 988,797 4,265,981
1991 3,194,938 266,219 1,051,883 4,513,040
1992 3,467,183 270,674 1,151,239 4,889,696
1993 3,725,966 272,759 1,254,841 5,253,566
1994 3,962,954 271,054 1,349,511 5,983,519
1995 4,185,263 263,539 1,408,854 5,857,656
1996 ..o 4,385,623 223,854 1,462,557 6,072,034
1997 e 4,508,134 206,959 1,437,946 6,153,039
1998 ..o 4,698,319 189,843 1,446,408 6,334,570
1999 4,879,455 176,299 1,467,976 6,523,730

Source: Office of Research, Evaluation and Statistics, Social Security Administration.



TABLE 1-42.—PERCENT DISTRIBUTION BY AGE, SEX AND EDUCATION OF TITLE Il DISABLED WORKER BENEFICIARIES GRANTED BENEFITS IN

SELECTED CALENDAR YEARS 1970-99, COMPARED WITH ADULT U.S. POPULATION IN 1990

Year granted benefits Adult US.
Characteristics popu-
1970 1975 1979 1982 1985 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 lation!
Age:
Under 35 9.0 11.0 136 144 168 152 162 157 157 168 162 147 133 123 114 11.0 123 45.6
35-44 ... 110 100 115 123 150 165 179 187 196 204 209 207 204 204 197 195 204 24.4
45-54 ... 260 260 272 265 257 233 247 247 251 256 268 277 283 297 303 311 326 16.3
5559 e 240 230 270 272 239 206 204 199 195 185 186 192 199 200 21.0 21.1 214 6.8
60 and older ....... 300 300 206 196 187 244 209 21.0 201 187 176 178 180 174 176 173 132 6.9
Median age
(years) ............. 56.0 55.6 534 531 51.7 533 521 519 514 505 503 508 51.3 513 517 518 509 329
Sex:
Male oo 74 68 69 70 67 66 64 64 64 63 62 60 584 567 555 543 543 495
Female ......cccoouee. 26 32 31 30 33 34 36 36 36 37 38 40 414 432 445 453 457 50.5
Education (years of
school com-
pleted):
No schooling? ..... 2 1 1 1 2 1 1 1 1 1 1 1 NA 1 1 1 1 1
Elementary school
() R 44 37 29 26 23 18 17 16 16 12 11 12 NA 10 9 9 8 9
Some high school 46 52 55 56 59 59 60 62 62 50 45 55 NA 58 54 57 54 45
9-11 i 23 24 23 22 22 20 19 19 19 15 14 16 NA 16 14 15 14 11
12 23 28 32 34 37 39 41 43 43 35 31 39 NA 42 40 42 40 34
Some college ....... 9 10 12 14 14 15 17 17 17 14 12 16 NA 3 4 3 4 45
Unknown .............. 0 0 3 3 2 7 5 5 5 23 31 16 NA 28 32 30 33 0

1Derived from 1990 census. Figures for age based on population aged 18-64. Figures for education based on persons aged 25 and older.

2Also includes special schools for handicapped.

NA—Not available.

Source: Office of Disability, Social Security Administration.
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TABLE 1-43.—PERCENT DISTRIBUTION BY DISABLING CONDITION OF TITLE Il DISABLED WORKER BENEFICIARIES GRANTED BENEFITS IN SELECTED

CALENDAR YEARS, 1970-99

Disabling condition 1970 1975 1979 1982 1985 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999
Infective and para-

sitic diseases ! ... 3 1 1 1 1 0 1 6 6 7 7 6 6 5 3 3 2
Neoplasms .............. 10 10 14 17 15 16 18 17 16 13 15 16 16 17 17 17 17
Allergic, endocrine

system, meta-

bolic and nutri-

tional diseases ... 4 3 3 4 5 3 3 3 4 5 5 5 5 5 6 6 6
Mental, psycho-

neurotic and per-

sonality disorders 11 11 11 11 18 22 22 23 24 25 26 24 22 22 21 21 22
Diseases of the

nervous system

and sense organs 6 7 8 9 8 8 9 9 8 8 7 8 8 8 8 8 9
Circulatory system .. 31 32 28 25 19 18 17 16 15 14 15 14 14 14 14 13 13
Respiratory system 7 7 6 7 5 5 5 5 5 4 5 5 5 5 5 5 5
Digestive system ... 3 3 2 2 2 2 2 2 2 2 2 2 2 2 2 2 2
Musculoskeletal ...... 15 17 17 16 13 14 11 12 13 13 12 12 12 12 12 14 15
Accidents,

poisonings and

violence .............. 8 6 6 6 4 5 4 4 4 4 3 3 3 4 4 4 4
Other/unknown ........ 2 3 3 2 11 7 9 5 5 5 5 6 6 6 6 7 6

Total percentz 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100

1Beginning in 1990, AIDS/HIV cases are included in this category.

Source: Office of Disability, Social Security Administration.

2May not add to 100 percent due to rounding.

18
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TABLE 1-44.—DISABLED WORKERS' APPLICATIONS, AWARDS, AWARDS AS A PERCENT
OF APPLICATIONS, AND AWARDS PER 1,000 INSURED WORKERS FOR SELECTED CAL-
ENDAR YEARS, 1960-99

[Number of applications and total awards in thousands]

Number of Awards as a Awards per 1,000
applications Total awards a?)l:)rl?cegttioorfs insured [\)Norkersl
418.6 207.8 49.6 4.5
532.9 253.5 47.9 4.7
868.2 350.4 40.3 48
924.4 415.9 45.0 5.6
947.8 455.4 48.1 6.0
1,066.9 491.6 46.1 6.3
1,330.2 536.0 40.3 6.7
1,285.3 592.0 46.1 7.1
1,232.2 551.5 44.8 6.5
1,235.2 568.9 46.1 6.5
1,1847 464.4 39.2 5.2
1,187.8 416.7 35.1 4.4
1,262.3 396.6 31.4 4.0
1,161.3 345.3 30.3 3.4
1,020.0 298.5 29.1 2.9
1,017.7 3115 30.6 3.0
1,035.7 357.1 34.9 3.4
1,066.2 377.4 354 3.5
1,118.4 416.9 37.3 3.8
1,108.9 415.8 37.5 3.7
1,017.9 409.5 40.2 3.6
984.9 425.6 43.2 3.7
1,067.7 468.0 43.8 4.0
1,208.7 536.4 444 4.5
1,335.1 636.6 47.8 5.2
1,425.8 635.2 44.6 5.2
1,443.8 631.9 43.8 5.1
1,338.1 645.8 43.3 5.1
1,279.2 624.3 48.8 4.9
1,180.2 587.4 49.8 4.5
1,169.3 608.1 52.0 4.6
1,200.1 620.5 51.7 4.8

1 Gross incidence rate.
Source: Office of the Chief Actuary, Social Security Administration.
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TABLE 1-45.—ADMINISTRATIVE LAW JUDGE DI'1 DECISION RATES, INITIAL DENIALS AND
TERMINATIONS, 2 FISCAL YEARS 1980-99

Unfavor- Percent

Fiscal year Dismissed 3 able ® Favorable Total favorable
Initial denials:

7,093 31,703 96,733 95,529 59.4
15,141 59,930 98,129 173,200 56.7
15,403 67,481 91,865 174,749 52.6
14,334 65,626 79,427 159,387 49.8
15,075 63,381 88,301 166,757 53.0
14,806 61,161 92,118 168,085 54.8
28,792 44,223 78,737 151,752 51.9
15,271 58,412 98,180 171,863 57.1
18,213 58,788 111,748 188,749 59.2
19,695 54,284 122,070 196,049 62.3
19,297 45,264 127,707 192,268 66.4
19,880 44 594 144,945 209,419 69.2
19,665 48,407 166,661 234,733 71.0
20,190 47,579 171,508 239,277 71.7
23,576 49,110 189,373 262,059 12.3
44,234 65,415 220,558 330,207 66.8
33,367 89,817 237,131 360,315 65.8
53,205 89,689 199,040 341,934 58.2
53,395 90,591 190,182 334,168 56.9
43,228 78,553 181,938 303,719 59.9

1,431 4,197 9,909 15,537 63.8

2,623 6,945 16,685 26,253 63.6

4,670 17,502 37,306 59,478 62.7

9,247 37,284 73,821 120,352 61.3
25,681 22,590 56,327 104,598 53.9

4,176 2,415 3,126 9,717 32.

1,095 2,129 2,014 5,238 38.4

812 1,954 2,014 4,780 42.1

1,031 2,807 3,426 7,264 47.2

1,220 3,482 4,882 9,584 50.9

1,166 2,940 4,695 8,801 53.3

1,007 2,140 3,935 7,082 55.6

812 1,642 2,812 5,266 534
720 1,281 2,079 4,080 51.0
656 1,082 1,540 3,278 47.0
821 1,173 1,807 3,801 475

1,172 2,275 2,488 5,935 41.9

1,693 3,242 3,377 8,312 40.6

2,157 4,586 4,251 10,994 38.7

Uincludes title Il and concurrent title Il/title XVI disability cases and concurrent title Il/title XVI aged
cases.

2|ncludes all termination cases regardless of the basis of termination.

3Dismissal of claimant’s request for a hearing.

4 Determination that claimant is not disabled or is no longer disabled.

5Determination that claimant is disabled or continues to be disabled.

Source: Office of Hearings and Appeals, Social Security Administration.
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TABLE 1-46.—TITLE Il CONTINUING DISABILITY REVIEW CESSATIONS AND
CONTINUATIONS, FISCAL YEARS 1977-99

Cessations Continuations Total cases
Fiscal year Per- per-  Cessations o e bled Percent
1977 ... 41,475 38.7 65,745 61.3 107,220 3,322,230
1978 ... 38,847 464 44804 536 83,651 3,447,767
1979 ... 45216 481 48868 519 94,084 3,457,837
1980 .......... 44273 46.8 50,227 53.2 94,550 3,454,010
1981 ........ 80,956 479 87,966 52.1 168,922 3,413,602
1982 ... 179,857 44.8 221,325 552 401,182 3,263,354 1
1983 ... 182,074 417 254,424 583 436,498 3,226,888 1
19845 ... 31927 246 97,752 754 129,679 3,249,367
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2,785 854 3,260 3,332,870
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1986 ......... 2,554 56 42805 944 45359 3,261,768
1987 ......... 20,343 124 143712 876 164,055 3,433,524
1988 ......... 33,565 11.5 257377 885 290,942 3,492,762
1989 ... 24102 9.2 237,722 90.8 261,824 3,559,840
19906 ....... 15154 105 129,026 89.5 144,180 3,678,509
19917 ... 5697 125 39749 875 45446 3,866,645
1992 ... 6,923 150 39291 850 46,214 4,165,133
19938 ....... 4886 99 44316 90.1 49,202 4,457,500
19948 ...... 13940 141 85189 859 99129 4,729,948
19958 ........ 31,694 161 164,281 839 196,575 4,980,462
19968 ........ 35,452 10.0 311,041 90.0 346,493 5,216,126
19978 ... 48,562 113 383,130 88.8 431,692 5,354,315
19988 ........ 52,698 54 927,486 946 980,184 5,657,486

—_
©
O
O
[oc]
=N
o
=N
(=2}
(Sal
=N
~

—_—

824,716 953 865,181 5,751,600

1Percent of cessations = number of cessations + (number of cessations + number of continuances) x
0

2Percent of continuances = number of continuances + (number of cessations + number of continu-
ances) x 100.

3Number of disabled persons in current payment status (currently receiving benefits) at end of fiscal
year.

4Percent of total disabled persons reviewed = (number of cessations + number of continuances) +
total disabled persons x 100.

5The decline in the number of reviews in 1984 and 1985 was due to the national moratorium on re-
views pending enactment and implementation of new legislation that revised criteria for continuing dis-
ability reviews (CDRs) (legislation enacted in fiscal year 1984; regulations promulgated late fiscal year
1985).

6The decline in CDR processing in 1990 was due to the unanticipated demands of processing approxi-
mately 40,000 class action court cases.

7The continued decline in CDR processing was due to the increase in the initial claims workloads.

8|ncludes non-State CDR mailer continuations.

Source: Office of Disability, Social Security Administration.
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TABLE 1-47.—DISABILITY CASES PENDING AND WAITING TIMES, 1988-99

[Cases pending and weeks of work on hand at State Disability Determination Services]

Total cases pending at Weeks of work on

Fiscal year end of year! hand 2
1988 e 407,000 NA
1989 e 479,000 10.0
1990 e 538,000 11.7
L1991 e 693,000 12.1
1992 oo 725,000 10.7
1993 s 717,000 104
1994 e 721,000 10.3
1995 s 590,000 7.9
1996 oo 702,000 9.8
1997 e 704,000 8.6
1998 oo 760,000 10.4
1999 s 770,000 11.1

Uncludes initial claims, reconsiderations, hearing office requests, CDRs and disability hearings.
2Based on dispositions.

NA—Not available.
Source: Office of Disability, Social Security Administration, May 2000.

APPENDIX: RELATIONSHIP OF TAXES TO BENEFITS FOR
SOCIAL SECURITY RETIREES—HOW LONG IT TAKES
TO RECOVER THE VALUE OF TAXES PAID PLUS
INTEREST

The issue of the relative value of Social Security benefits, com-
pared to the value of the payroll taxes paid to earn those benefits,
is often brought up in discussions of the nature of the program.
This comparison is complex and involves many judgments, and is
not easily answered with general aggregate numbers. In addition
to all the technical factors that must be addressed, the nature of
the Social Security law complicates such computations. Not only do
analysts disagree on the proper techniques to use in making cal-
culations, there are often fundamental disagreements involving
subjective factors: what work patterns to use; what part of the So-
cial Security tax to count; whether to include the employer’s share
of the tax; and what rate of interest to use.

This analysis seeks to avoid judgmental conclusions by providing
a range of illustrations that vary these subjective factors. It does
not evaluate the “moneysworth” of Social Security (answering
whether recipients get a good deal from their investment), nor does
it provide an “actuarial analysis” of how whole age cohorts fare.
Rather, it simply presents illustrations of the amount of time it
takes, and is projected to take, to recover the value of taxes paid
plus interest (table 1-51). The illustrations represent a range of
possible payback times, depending on variations in the assump-
tions used. In this way, no conclusions are made—but the illustra-
tions allow readers to make their own judgments.

Many things complicate any determination of the relationship of
benefits to taxes for future retirees. For example, although Social
Security tax rates and benefit formulas are set by law, they are not
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immutable. Since Congress has modified taxes and benefits many
times since the beginning of the program, it is clearly inconsistent
with the program’s history to calculate taxes and benefits into the
future on the assumption that these key elements will not change.
There is little doubt they eventually will be altered, as it is pro-
jected that demographic phenomena will cause the program’s pro-
jected outgo to outstrip its resources significantly 37 years from
now. Higher taxes or benefit cuts would be necessary, at that point
or as soon as 2015, if the self-supporting character of the program
is to be continued. These changes obviously would affect the rela-
tionship of taxes to benefits. However, the nature of future changes
is unknown, whereas current law is a given. Therefore, in order to
assess the relationship of future taxes and benefits, this analysis
uses calculations that are useful in presenting possible outcomes of
policies currently incorporated in the law.

Calculations of the relationship of benefits to taxes for future re-
tirees involve many key factors. The rate of Social Security tax-
ation is set by law. The portion of the tax that provides cash bene-
fits (Old-Age, Survivors, and Disability Insurance, or OASDI) to
employees is 6.2 percent levied on both employees and employers.
The old-age and survivors insurance portion of the tax from which
retirement benefits are paid, is 5.3 percent, again, on both employ-
ees and employers. The tax rate applies to earnings up to a maxi-
mum amount. The “maximum taxable earnings” is $76,200 in 2000
but will rise in the future at the same rate as average wages in
the economy. Therefore, the amount of Social Security taxes an em-
ployee will pay under current law is a direct function of her earn-
ings. If one knows the amounts of an individual employee’s earn-
ings, and what the maximum taxable earnings are each year, the
amount of tax paid is easily calculated.

Future initial benefit amounts are also in part a function of one’s
earnings. Benefits are computed at first eligibility (age 62 for re-
tirement) by a method that indexes both earnings over the worker’s
career and the benefit formula to changes in average wages in the
economy. After age 62, benefits rise in tandem with the cost of liv-
ing. As these factors are unknown, future benefit amounts cannot
be predicted with certainty.

Further complicating the issue is the nature of the program. As
a “social insurance” program, Social Security has both social and
insurance goals. The social-goal features provide a design that de-
liberately gives a better return on taxes to some workers than to
others. For example, the basic formula for calculating Social Secu-
rity benefits is tilted to replace a higher proportion of earnings for
low-paid workers. Also, a complex array of dependents’ benefits is
available at no additional cost for workers with families.

As with insurance, the exact relationship of Social Security bene-
fits received to total taxes paid cannot be predicted for each and
every worker. Thus, workers who die before or shortly after retire-
ment and leave no survivors may collect only a few dollars in bene-
fits or perhaps none at all. Other workers may collect Social Secu-
rity benefits for many years after retirement and receive benefits
substantially greater than the value of their Social Security taxes.
Workers who become disabled or die at an early age might have
paid relatively little in Social Security taxes, but they or their fami-
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lies may receive benefits for many years, recovering the value of
the worker’s taxes many times.

There really is no “typical” Social Security beneficiary with a
“typical” work history. An “average” benefit can be the result of
many different work histories and thus be based on different
amounts of taxes paid. For example, because the benefit formula
does not require that all earnings be used in the benefit computa-
tion, workers with gaps in their earnings history may receive the
same benefits as other workers, but pay less in total taxes.

Nevertheless, models can produce projections of future benefits,
based on assumptions about wage and price growth, for workers
with designated work histories and characteristics. This analysis
makes such projections using several assumptions about illus-
trative workers. It assumes that each worker retires at age 65 in
January of the designated year after having worked full time in
employment covered by Social Security beginning at age 21. Simi-
larly, all the illustrations reflect three lifetime earnings patterns—
workers who always earned (1) the Federal minimum wage; (2) a
wage equal to Social Security’s “average wage series”; or (3) a wage
equal to the maximum amount creditable under Social Security.

These work histories and characteristics are necessarily arbi-
trary. Many variations could be constructed that would alter the
payback times. However, by comparing similar examples of work-
ers in what may be considered illustrative situations one may
make a number of observations without having to resolve all the
judgmental questions concerning what constitutes a typical worker
or having to provide a voluminous array of illustrations.

Calculations are based on the intermediate assumptions of the
2000 Social Security Trustees’ Report to forecast wage and price
growth. Under these assumptions, wages grow for most of the pro-
jected period by 4.3 percent a year, prices by 3.3 percent.

Although using common assumptions and focusing on certain ex-
amples allows comparisons across generations, there are other fac-
tors that can be varied depending on one’s view of the Social Secu-
rity system. Among these is whether to count the employer’s share
of the payroll tax. Most economists agree that employees pay for
the employer’s share of the tax in the form of forgone wages or
fringe benefits. However, some maintain that employers are actu-
ally paying for income maintenance protection that they would
have to pay for anyway in one form or another in the absence of
the Social Security Program, and that they absorb part of it and
pass the rest along to the general public in the form of higher
prices. This analysis does not attempt to resolve this debate, but
rather presents examples using both assumptions.

Another variable subject to the reader’s judgment is the propor-
tion of the Social Security tax to apply to retirement benefits. The
payroll tax consists of three elements—old-age and survivors insur-
ance (OASI), disability insurance (DI), and hospital insurance (HI).
Because the DI and HI Programs have earmarked taxes, their own
trust funds, and designated tax rates specified in the law, they are
clearly and easily excludable from computations of taxes that pay
for retirement benefits. OASI taxes pay for survivor as well as re-
tirement benefits, and it would be inconsistent to include taxes
that pay for survivor benefits on the tax side, but not include the
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value of survivor benefits on the benefit side, in computing payback
times. However, there is no separate allocation of taxes in the law
for survivor or old-age benefits. It is possible to derive hypothetical
year-by-year tax allocations for old-age benefits by assuming that
such taxes would be in the same proportion to OASI tax rates as
old-age benefits are to OASI benefits for each year. The Social Se-
curity Administration’s actuaries have year-by-year projections of
these benefits and this analysis uses them to compute taxes attrib-
utable solely to old-age benefits.

A problem with this approach is that the survivor portion of the
tax cannot so easily be assigned to a benefit. While the DI and HI
taxes protect against risks that really do not involve an element of
choice—every worker could become too disabled to work or suffer
illness in old age—there is an element of choice in whether a work-
er has dependents. Nevertheless, the worker still must pay the full
OASI tax. An unmarried childless worker can maintain that it is
inaccurate to say that only the old-age portion of the OASI tax
should be used to compute the payback times of his retirement ben-
efit when the worker is forced to pay a tax (the survivor portion
of the OASI tax) for which he currently can derive no benefit. Also,
it can be asserted that this approach understates the value of the
accumulated taxes because it does not take account of the subsidy
provided by workers who die before reaching retirement. However,
such a subsidy is theoretical, whereas the illustrations refer to in-
dividuals who in fact have survived to retirement age and use the
tax they actually would have paid. Because Social Security taxes
are adjusted periodically to take account of current and projected
program experience, it can reasonably be assumed that any subsidy
effect is reflected in the rate of the OASI tax. Again, this analysis
does not resolve the argument of whether to count the survivor por-
tion of the OASI tax. It simply shows both ways of computing the
relationship of benefits to taxes.

Of course, any calculation of such a relationship is heavily de-
pendent on the interest rate assumptions used. The value of taxes
over time is equivalent to their worth if invested. However, the
amount of interest is not easily determinable. Were the value of
taxes paid invested wisely its total real worth theoretically could
be many times its nominal value. On the other hand, it is possible
that the principal could be wiped out by poor investment choices.
To obtain a middle ground, consisting of a reasonable and safe in-
vestment history, one could assume that the value of taxes paid
was always placed in U.S. Government obligations. Excess Social
Security taxes have always been invested in U.S. Government secu-
rities, so, to provide illustrations, we use the effective interest rates
earned by the Social Security Trust Funds over the years and those
projected for the future. Under the alternative II assumptions, av-
erage annual interest rates are projected ultimately to be 6.4 per-
cent, a “real” interest rate of 3.0 percent (i.e., 3.0 percent above in-
flation). The interest is assumed to be tax free.

The cumulative value of taxes plus interest at the 3 different
earnings levels for workers retiring in 2000 are shown in tables
1-48, 1-49, and 1-50.
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TABLE 1-48.—SOCIAL SECURITY TAXES PAID BY A WAGE EARNER WHO HAS ALWAYS
EARNED THE MINIMUM WAGE, 1956-99

Tax rates (in percent) Taxes paid Effective
interest

rate2 (in
0ASI 0ld age! 0ASI 0ld age percent)

Calendar year Earnings

1,993  2.000 1.526 39.86 3042 2401
2,080  2.000 1.548 41.60 3221 2492
2,080  2.000  1.585 41.60 32.34  2.516
2,080 2250 1739 46.80 36.17 2578
2,080 2750  2.111 57.20 4391 2,598

2,184 2750  2.094 60.06 4573 2755
2392 2875 2187 68.77 5232 2.825
2,461 3375  2.563 83.06 63.07 2923
2,600 3375  2.583 87.75 66.37  3.084
2,600 3375  2.529 87.15 65.76  3.184

2,600 3500  2.568 91.00 66.78  3.483
2,886  3.550  2.604 102.45 75.14  3.753
3,293 3325 2415 109.49 79.52  3.950
3328 3725 2710 123.97 90.20  4.437
3328 3650  2.661 121.47 88.55  5.074

3,328 4.050  2.961 134.78 98.54  5.286
3,328 4.050  2.973 134.78 98.94  5.406
3328 4300  3.101 143.10 103.19  5.754
3,883 4375  3.168 169.88 123.03  6.218
4,368 4375  3.184 191.10 139.06  6.593

4,784 4375  3.201 209.30 153.12  6.731
4784 4375 3213 209.30 15370  6.958
5512 4275  3.153 235.64 173.80  7.199
6,032 4330  3.206 261.19 19336  7.524
6,448 4520  3.35% 291.45 21633 8.568

6,968 4700  3.514 327.50 24487 9.947
6,968  4.575  3.460 318.79 241.07 11.178
6,968 4775  3.645 332.72 253.96  10.768

1984 s 6,968 34926 33.776 343.24 263.12  11.601
1985 ..o 6,968 5200  3.993 362.34 27825 11213
1986 ... 6,968 5200  3.997 362.34 278.52  11.091
1987 s 6,968 5200  4.002 362.34 278.83  10.063
1988 ..o 6,968 5530  4.257 385.33 296.64  9.773
1989 L. 6,968 5530  4.264 385.33 297.08  9.573
1990 s 7,670 5.600  4.320 429.52 33137  9.324
1991 s 8606 5600 4321 481.94 371.91  9.090
1992 s 8840 5600  4.320 495.04 381.92 8745
1993 s 8840 5600 4315 495.04 381.47  8.322
1994 s 8840 5260  4.050 464.98 357.99  8.040
1995 s 8840 5260  4.046 464.98 357.70  7.859
1996 .. 9,100 5260  4.045 478.66 368.08  7.615
1997 s 10,157 5350  4.120 543.40 41847  7.500

1998 o 10,712 5350  4.136 573.09 443.05  7.228
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TABLE 1-48.—SOCIAL SECURITY TAXES PAID BY A WAGE EARNER WHO HAS ALWAYS
EARNED THE MINIMUM WAGE, 1956-99—-Continued

Tax rates (in percent) Taxes paid Effective

Calendar year Earnings interest

’ e 0ASI  Old age! 0ASI 0ld age rsetfcze,f{?

1999 e 10,712 5.350 4.139 573.09 443.38 6.948

Total taxes paid
1956-99:
Accumulated
without interest NA NA NA 11,323.05 8,609.25 NA
Accumulated with
interest ........... NA NA NA 4771581 35,818.27 NA

10ld-age tax rates were derived by applying the ratio of old-age benefits/total OASI benefits to the
0ASI tax rates.

2|nterest rates for 1956-99 are from the SSA Office of the Chief Actuary, and reflect the interest rate
earned by the Social Security Trust Funds.

31n 1984, employees received a tax credit of 0.3 percent against OASDI taxes. The OASI and old-age
tax rates reflect a proportional allocation of the tax credit.

NA—Not applicable.

Note.—Initial benefit amount upon retirement in January 2000 at age 65: $631 worker only; $946
worker and spouse (both age 65).

Source: Kollmann (2000).

TABLE 1-49.—SOCIAL SECURITY TAXES PAID BY A WAGE EARNER WITH AVERAGE
EARNINGS, 1956991

Tax rates (in percent) Taxes paid Effective

Calend Earni interest
Fendaryeer T s old age? 0ASI 0ld age ’;etf;n({;‘
3,532.36 2.000 1.526 70.65 53.91 2.401

3,641.72  2.000 1.548 72.83 56.39  2.492

3,673.80  2.000 1.555 73.48 57.13  2.516

3,855.80  2.250 1.739 86.76 67.05  2.578

4,007.12 2750 2111 110.20 84.59  2.598
4,086.76  2.750  2.094 112.39 85.57  2.755
4,291.40 2875 2187 123.38 9387  2.826
4,396.64 3375  2.563 148.39 11267 2923
4,576.32 3375  2.553 154.45 116.83  3.084
4,658.72 3375  2.529 157.23 117.82  3.184
493836  3.500  2.568 172.84 126.84  3.483
521344 3550  2.604 185.08 135.74  3.753
55671.76 3325 2415 185.26 13455 3.950
5893.76 3725 2710 219.54 159.76  4.437
6,186.24  3.650  2.661 225.80 164.61  5.074
6,497.08  4.050  2.961 263.13 192.37  5.286
7,133.80  4.050  2.973 288.92 212.09  5.406
7,680.16 4300  3.101 325.95 235.04  5.754
8,030.76 4375  3.168 351.35 25445  6.218
8,630.92 4375  3.184 377.60 27477 6.593
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TABLE 1-49.—SOCIAL SECURITY TAXES PAID BY A WAGE EARNER WITH AVERAGE
EARNINGS, 1956-99 1—Continued

Tax rates (in percent) Taxes paid Efftectivte
Calendar year Earnings Interes
! ’ 0ASl 0Id age? OASI 0ld age f;;fcaen({;‘
1976 oo 9,226.48 4.375 3.201 403.66 295.30 6.731
1977 o, 9,779.44 4.375 3.213 427.85 314.19 6.958
1978 oo 10,556.03 4.275 3.153 451.27 332.84 7.199
1979 e 11,479.46 4.330 3.206 497.06 367.99 1.524
1980 ..o 12,513.46 4.520 3.355 565.61 419.83 8.568
1981 .. 13,773.10 4.700 3.514 647.34 484.01 9.947
1982 ..o 14,531.34 4.575 3.460 664.81 502.73 11.178
1983 .o 15,239.24 4775 3.645 127.67 555.42  10.768
1984 ... 16,135.07 44926 43.776 794.86 609.29 11.601
1985 oo 16,822.51 5.200 3.993 874.77 671.77 11.213
1986 ..o 17,321.82 5.200 3.997 900.73 692.38 11.091
1987 oo 18,426.51 5.200 4.002 958.18 737.35 10.063
1988 ..o 19,334.04 5.530 4.257 1,069.17 823.09 9.773
1989 ..o 20,099.55 5.530 4.264 1,111.51 856.95 9.573
1990 oo 21,027.98 5.600 4.320 1,177.57 908.48 9.324
1991 e 21,811.60 5.600 4321 1,221.45 942.58 9.090
1992 o, 22,935.42 5.600 4.320 1,284.38 990.89 8.745
1993 e 23,132.67 5.600 4.315 1,295.43 998.23 8.322
1994 .. 23,753.53 5.260 4.050 1,249.44 961.95 8.040
1995 . 24,705.66 5.260 4.045 1,299.52 999.67 7.859
1996 ..o 25,913.90 5.260 4.045 1,363.07 1,098.19 7.615
1997 o, 27,426.00 5.350 4.120 1,467.29  1,129.96 7.500
1998 ..o 28,861.44 5.350 4.136 1,544.09  1,193.72 1.228
1999 e 30,298.80 5.350 4.139 1,620.99 1,254.10 6.948
Total taxes paid
1956-99:
Accumulated
without in-
terest ......... NA NA NA  27,322.92 20,826.94 NA
Accumulated
with inter-
est e NA NA NA 101,642.27 76,470.34 NA

1This table uses the average wage series for indexing earnings, for the period 1956-98, developed by
SSA in computing benefit amounts. The average wage for 1999 is based on Alternative Il assumptions in
the 2000 report of the Social Security Board of Trustees.

2(ld-age tax rates were derived by applying the ratio of old-age benefits/total OASI benefits to the
0ASI tax rates.

3|nterest rates for 1956-99 are from the SSA Office of the Chief Actuary and reflect the interest rate
earned by the Social Security Trust Funds.

4In 1984, employees received a tax credit of 0.3 percent against OASDI taxes. The OASI and old-age
tax rates reflect a proportional allocation of the tax credit.

NA—Not applicable.

Note.—Initial benefit amount upon retirement in January 2000 at age 65: $987 worker only; $1,480
worker and spouse (both age 65).

Source: Kollmann (2000).
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TABLE 1-50.—SOCIAL SECURITY TAXES PAID BY A WAGE EARNER WITH MAXIMUM

TAXABLE EARNINGS, 1956-99

Tax rates (in percent) Taxes paid Efftectivte

Calendar year Earnings INLEres
! ’ 0ASI  Old age! 0ASI 0ld age fsetﬁczelfg‘
4,200  2.000 1.526 84.00 64.10  2.401
4,200  2.000 1.548 84.00 65.03  2.492
4,200  2.000 1.555 84.00 65.31 2.516
4800 2250 1.739 108.00 83.47 2578
4800 2750  2.111 132.00 101.33  2.598
4800 2750  2.094 132.00 100.51 2.755
4800 2875  2.187 138.00 105.00 2.825
4800 3375  2.563 162.00 123.01 2.923
4800 3375  2.553 162.00 12254  3.084
4,800 3.375 2.529 162.00 121.40 3.184
6,600  3.500 2.568 231.00 169.52  3.483
6,600  3.550  2.604 234.30 17184  3.753
7,800 3325 2415 259.35 188.35  3.950
7,800 3.725 2.710 290.55 211.42 4.437
7,800  3.650  2.661 284.70 207.55  5.074
7,800  4.050  2.961 315.90 230.95  5.286
9,000 4.050 0973 364.50 267.57 5.406
10,800 4.300 3.101 464.40 334.87 5.754
13,200 0.375 3.168 577.50 418.24 6.218
14,100 4375  3.184 616.88 44887  6.593
15300 4375  3.201 669.38 48969  6.731
16,500 4375  3.213 721.88 530.11 6.958
17,700 4275  3.153 756.67 558.09  7.199
22,900 4330  3.206 991.57 734.09  7.524
25900 4520  3.35% 1,170.68 868.96  8.568
29,700 4700 3514 1,395.90 1,043.70  9.947
32,400 4.575 3.460 1,482.30 1,120.92 11.178
35700 4775  3.645 1,704.68 1,301.16  10.768
337,800 34926 33.776 1,862.03 1,427.40 11.601
39,600 5200  3.993 2,059.20 1,581.35 11.213
42,000 5200 @ 3.997 2,184.00 1,678.81 11.091
43,800 5200  4.002 2,271.60 1,752.70  10.063
45000 5530  4.257 2,488.50 1,915.74  9.773
48,000 5530 4.264 2,654.40 2,046.50  9.573
51,300  5.600  4.320 2,872.80 2,216.34  9.324
53,400  5.600  4.321 2,990.40 2,307.66  9.090
55,500  5.600  4.320 3,108.00 2,397.79  8.745
57,600  5.600  4.315 3,225.60 2,485.57  8.322
60,600  5.260  4.050 3,187.56 2,454.12  8.040
61,200  5.260  4.046 3,219.16 2,476.35  7.859
62,700 5260  4.045 3,298.02 2,536.14  7.615
65,400 5350  4.120 3,498.90 2,694.50  7.500
68,400  5.350  4.136 3,659.40 2,829.05  7.228
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TABLE 1-50.—SOCIAL SECURITY TAXES PAID BY A WAGE EARNER WITH MAXIMUM
TAXABLE EARNINGS, 1956—-99—Continued

Tax rates (in percent) Taxes paid Effective

Calend Earni |nteres_t

aencaryeet e 0ASI  Old age! 0AS! 0ld age ’;etfcirf{;‘

1999 . 72,600 5.350 4.139 3,884.10 3,005.00 6.948
Total taxes paid

1956-99:

Accumulated
without in-

terest ......... NA NA NA  60,249.87  46,052.58 NA
Accumulated
with inter-

est e NA NA NA 188,376.70 142,273.73 NA

10ld-age tax rates were derived by applying the ratio of old-age benefits/total OASI benefits to the
0ASI tax rates.

2|nterest rates for 1956-99 are from the SSA Office of the Chief Actuary and reflect the interest rate
earned by the Social Security Trust Funds.

3In 1984, employees received a tax credit of 0.3 percent against OASDI taxes. The OASI and old-age
tax rates reflect a proportional allocation of the tax credit.

NA—Not applicable.

Note.—Initial benefit amount upon retirement in January 2000 at age 65: $1,433 worker only; $2,149
worker and spouse (both age 65).

Source: Kollmann (2000).

Table 1-51 shows past and projected payback times for workers
retiring in various years from 1940 to 2030. Benefits are for the
worker alone. However, the value of the benefit could be higher if
the worker had dependents who were eligible for benefits. For ex-
ample, if these workers had spouses who also were the full retire-
ment age (FRA) and were not entitled to a Social Security benefit
on their own account, the value of the monthly benefit would in-
cre%?e by 50 percent. This would shorten the payback times consid-
erably.

While these illustrations do not address the “moneysworth” ques-
tion, they do show the relationship of payback times of past, cur-
rent, and future beneficiaries. It is apparent that past retirees re-
covered the value of their taxes very quickly. Payback times have
lengthened for workers retiring today, but they are still signifi-
cantly shorter than those projected for future retirees. This decline
in value is ameliorated somewhat (especially for low-income work-
ers) by the projection that future retirees are expected to live
longer, and thus collect benefits longer. Table 1-52 shows the life
expectancies for people turning age 65 in the illustrated years.

Defenders of Social Security tend to discount the phenomenon of
lengthening payback times, arguing that the program serves social
ends that transcend calculations of which individuals, or genera-
tions, obtain some sort of balance-sheet profit or loss. They point
out that pay-as-you-go retirement systems such as Social Security
by their nature often provide large returns on the contributions of
the initial generations. In the early years of such programs, the
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TABLE 1-51.—NUMBER OF YEARS TO RECOVER TAXES PLUS INTEREST FOR VARIOUS

WORKERS RETIRING AT AGE 65, ! SELECTED YEARS 1940-2030

far o tamen U Nerge Mt

lllustration 1: Years to recover employee’s OASI

taxes
L940 e @] 0.1 0.2
1960 oo 0.5 0.8 1.0
1980 o L5 2.0 2.1
2000 <o 7.2 10.3 11.9
2010 oo 8.9 12.9 18.4
2020 <o s 9.4 14.1 22.8
2030 <o 8.5 13.9 24.2
lllustration 2: Years to recover combined

employee-employer OASI taxes
L0 e 2 0.2 0.4
1960 e 1.0 1.6 2.0
1980 e 3.0 3.9 44
2000 <o 16.6 25.5 38.2
2010 e 21.1 34.2 61.6
2020 e 22.5 38.7 131.3
2030 e 20.0 38.0 ®)
[llustration 3: Years to recover retirement portion

of employee’s OASI taxes
LOA0 et ?) 0.1 0.2
1960 e 0.4 0.6 0.7
1980 et 1.1 1.4 1.6
2000 e 5.3 7.4 9.9
2010 e 6.5 9.3 12.9
2020 e 7.0 10.3 16.1
2030 e 6.6 10.5 17.5
[llustration 4: Years to recover retirement portion

of combined employee-employer OASI taxes
L940 e ) 0.2 0.4
1960 oo 0.7 1.1 1.4
1980 o 2.2 2.8 3.1
2000 <o 11.6 17.1 24.2
2010 oo 14.5 22.1 34.2
2020 <o 15.7 25.2 47.7
2030 <o 14.7 25.9 56.1

LUnder the alternative Il assumptions and taking into account benefit increases and continued accrual
of interest after retirement but not the taxation of benefits. The retiree is assumed to attain age 65 and
retire in January of the designated year. The current law increase in the retirement age is reflected.

2|ess than 0.1 years.
3|nfinite.

Source: Kollmann (2000).
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TABLE 1-52.—LIFE EXPECTANCY AT AGE 65, SELECTED YEARS 1940-2030

Life expectancy (in years)

Year
Male Female
11.9 134
12.9 15.9
14.0 18.4
15.9 19.2
16.4 19.4
16.9 19.8
17.5 20.4

Note.—The life expectancy for any year is the average number of years of life remaining for a person
if that person were to experience the death rates by age observed in or assumed for the selected year.
Actual average lifetimes will probably be a little longer than the projected expectancies because of lower
mortality rates assumed in future years.

Source: Board of Trustees (2000).

ratio of workers to recipients is very high, allowing tax or contribu-
tion rates to be low. As the program matures, rates rise to reflect
the increase in the number of beneficiaries. This feature is not
unique to Social Security. Establishing benefit levels for early re-
cipients in excess of what contributions would dictate is also found
in private pension systems.

Furthermore, proponents of Social Security note that providing
“adequate” benefits to initial Social Security recipients that were
essentially “unearned” in relation to their contributions to the sys-
tem was deliberate social policy. Providing a minimum level of pro-
tection to the first workers to participate in the system was consid-
ered more important, in a period of economic depression, than con-
cerns about excessive rates of return on taxes paid. Besides, the so-
cial benefits of giving a measure of economic independence for the
elderly, and later for surviving spouses, and the disabled, are be-
lieved by many to be immense. Thus, some argue younger workers
are in large part relieved from the financial burden of supporting
their parents, and the elderly are afforded an opportunity to live
independently and with dignity.

Critics of Social Security point to these social welfare features as
a basic flaw in the program. They argue that by combining the
goals of social adequacy, which is welfare-related, with individual
equity, which loosely ties benefits to taxes paid, the program has
become a mishmash that accomplishes neither goal well and cre-
ates inequities. One inequity they cite is that future beneficiaries
will receive retirement benefits inferior to those that the equiva-
lence of their taxes could purchase in the private sector. They also
say when interest is included, many workers (for example, those
earning at least average wages; see table 1-51) will not recoup
what they and their employer paid in taxes. Often buttressing
these arguments are calculations that show what individuals could
receive if their Social Security taxes were invested privately.

This latter argument is dependent on the interest rate assumed
on private investment. Arriving at the “proper” interest rate is
problematic. Those who project high investment returns often refer
to the historical performance of the stock market, showing that a
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portfolio of broad-based stocks would have earned on average sub-
stantial rates of return over the years, and that this performance
can be expected to continue in the future. Also, high real interest
rates may not seem so unlikely given the relationship of nominal
interest rates and inflation over the past decade.

On the other hand, private investments have an element of risk
that critics believe should be unacceptable in providing a national
system of retirement income, and that if a safe-as-possible mix of
investment vehicles were used instead, projected rates of return
would be smaller. They also contend that recent high real interest
rates are a historical anomaly that will not be sustained in the fu-
ture. The key point for the reader is to be aware of the influence
exerted by the projected rate of return in these sorts of calcula-
tions, and the large degree to which the argument about the value
of Social Security hinges around it.

REFERENCES

Advisory Council on Social Security. (1997, January). Report on the
1994-96 Advisory Council on Social Security. Washington, DC:
Author.

Ballantyne, H.C. (1984). Present policies and methods regarding
the long-term adjustment of benefits. Social Security Bulletin,
47(10), 9-12.

Bipartisan Commission on Entitlement and Tax Reform. (1995,
January). Final report to the President. Washington, DC: Au-
thor.

Board of Trustees, Federal Old-Age and Survivors Insurance and
Disability Insurance Trust Funds. (2000, March 30). The 2000
annual report of the Board of Trustees of the Federal Old-Age
and Survivors Insurance and Disability Insurance Trust
Funds. Washington, DC: U.S. Government Printing Office.

Committee on Economic Security. (1935, January). Report of the
Committee on Economic Security. Washington, DC: Author.
(The report is available on the Social Security Administration’s
Website at: http:/www.ssa.gov/history/reports/ces.html).

Kollmann, G. (2000). Social Security: The relationship of taxes and
benefits for past, present, and future retirees (95-149 EPW).
Washington, DC: Congressional Research Service.

Social Security Administration. (1999). Annual Statistical Supple-
ment to the Social Security Bulletin, 1999. Washington, DC:
Author.



